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This is the time of year when many high school seniors are
making a decision about future education. Business admin
istration offers many attractions, but the choice of a school is
somewhat difficult. There are approximately 587 schools and
departments from which a degree in business or commerce
can be obtained. About 110 of these are accredited by the
American Association of Collegiate Schools of Business. Fre
quently seniors or their parents ask me what it means when
we say that the Montana State University School of Business
Administration is accredited by this association. This is an
excellent question, and an important one to ask when consider
ing education for business.
The American Association of Collegiate Schools of Business
is the professional accrediting association for business schools.
Its purpose, as stated in the constitution of the association, is
• . . the promotion and improvement of collegiate education
for business.” The association sets certain rigorous require
ments for schools wishing to be accredited. The standards are
designed to insure quality education. These accreditation
standards may sound dull, but they are actually very impor
tant.
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One standard provides that “at least 40 percent of the total ;
hours required for the bachelor’s degree must be taken in I
business and economic subjects . .
and that “at least 40
percent . . . must be taken in subjects other than business and
economics. . .
The purpose of this requirem ent is to see that
the student has an adequate background in business and eco
nomics. At the same time the standard is designed to provide \
breadth of knowledge and understanding in other fields, and
thus avoid the mistake of too much narrow specialization.
Another standard provides that
. . instruction shall be
offered in the fields of economics, accounting, statistics, busi
ness law or legal environment of business, business finance,
marketing and management.” At Montana State University
basic instruction is required in each of these fields and oppor
tunity for further study is provided in many of these areas.
This standard insures that the student receives basic instruc
tion in the full breadth of the business field. Breadth is neces
sary in the study of business administration, just as it is in
the total university program. This wide range of fields gives
a good foundation on which to build any specialization desired,
and makes certain that some specialization, or at least some
pursuit in depth, shall be possible.
The quality of faculty is obviously important. The AACSB
provides that at an accredited school “there shall be at least
five faculty members, exclusive of those in general economics,
of professorial rank (assistant, associate or full professors)
giving full time to instruction in business administration; the
majority of members of the teaching staff shall give the
greater part of their time to instruction and research.” The
standard also requires that at least 50 percent of the teaching
credit hours be taught by full time faculty members having
either Ph.D. degrees, or the m aster’s degree in economics or
business together with the Certified Public Accountant’s Certi
ficate for the teaching of accounting, or the professional degree
of LL.B for business law. These requirements seek to provide an
adequate and highly qualified staff with the qualifications,
experience, professional interests, and scholarly productivity
essential for the successful conduct of a collegiate school of
business. At Montana State University 62 percent of the teach-
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ing credit hours are taught by terminally qualified faculty
members.
Another AACSB standard provides that “members of the
instructional staff should not teach courses in excess of twelve
credit hours per week. In general, no faculty member shall
have preparations in more than three different courses per
week.” On the same subject another standard states that “no
instructor should, at any one time, offer instruction in more
than two of the core fields . . .” Here the effort is to see that
the faculty members have a load that, in amount and content,
is not so heavy as to prevent them from doing a good job.
There is also the provision that “no institution subject to
undue political influence may become or remain a member or
affiliate member.”
These are some, but certainly not all, of the standards to
which an accredited school of business must conform. The
School of Business Administration at Montana State Univer
sity meets these standards. Many schools of business admin
istration do not, and in a number of states no state supported
institution meets them. These are tough standards, devised to
protect both the students and their future employers who use
schools of business administration as a measuring stick in
hiring. Such an employer can be sure that the graduate of an
accredited school has been well and carefully instructed in
breadth and depth, in business and non-business subjects.
We are proud that Montana has one institution capable of
meeting these requirements. A high school senior considering
education for business would be well advised to pick a school
which is accredited by the American Association of Collegiate
Schools of Business.

P a u l P . Plouuyveu
Dean and Director

The Essence of a University
PAUL B. BLOMGREN, Dean and Director
Bureau of Business and Economic Research
School of Business Administration
Montana State University, Missoula

Universities are being discussed more today than at any time
in our history. There is extensive debate about expansion of
enrollments, budget needs, and the influence of universities
on political and economic thinking. There is discussion about
courses being taught, about courses that should be taught, and
other similar questions. If these questions about universities
and university policies are to be discussed intelligently, it is
necessary to understand the institution.
The essence of a university is an attitude toward ideas and
knowledge. As an institution, the university is dedicated to a
process—the generation, exploration, and critical evaluation
of ideas. The essential ingredients in this process are people
because the process of generation, exploration, and critical
evaluation of ideas goes on in the minds of men. The process
can, and does, exist outside the university, but an institution
devoted specifically to this process insures the continual fer
ment which spurs progress in any society.
Within the university ideas may be expressed and evaluated
within the rather formal context of a course. Ideas may also
be engendered in the multitude of discussions which take place
under all sorts of circumstances throughout the campus. They
may be found in the student newspaper or other publications.
Neither faculty nor students have a monopoly on ideas. Both
groups may generate ideas and should examine them in and out
of the classroom. Ideas, their generation, examination, and
critical evaluation, form the essence of a university. They are
the only way really meaningful learning can take place; they
are the university’s sole reason for existence.
A slight reflection will underscore the tremendous impor-
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tance of ideas, and hence the importance of any university.
Throughout history real progress of any civilization has been
based upon ideas expressed in one form or another. Some were
new ideas which challenged the status quo. When they ex
pressed such a challenge, they were almost always opposed, and
frequently subjected to violent attack—because many people
have a vested interest in the status quo and others simply fear
change. At times progress has been based upon ideas which
had been discarded, but were later found to have fundamental
merit. Frequently progress has been the result of a synthesis
of old and new ideas. The competition and conflict between
ideas has often resulted in an end product more nearly fitting
the needs of a particular time and place than would otherwise
have been possible.
The progress of an individual, as well as a society, is based
upon growth and development of ideas. We speak of maturity
and judgment as desirable. These result from the development
of mental processes which have become accustomed to weigh
ing and evaluating one idea against many in the process of
making a decision. The university is dedicated to building a
storehouse of ideas against which new thought can be weighed.
It is also devoted to stimulating the process of weighing, or
evaluation, from which judgment must ultimately result.
Present American society is based upon the fundamental
belief that growth and prosperity are brought about through
competition. This includes the competition of ideas. Most in
formed Americans believe that all ideas should be considered
and subjected to critical evaluation. They believe that the
majority of people, if free to examine and weigh all ideas, will
ultimately choose those which best fit society’s needs. Informed
citizens recognize that decisions made by humans will at times
be wrong. However, our society is based upon the faith that
the wise choice will ultimately prevail. This is the very heart
of American political and economic philosophy. If one does
not believe in the competition of ideas and in the basic wisdom
of the people, then he actually stands against what we refer
to as the “American way of life.”
It is important to understand that our ultimate belief in
these principles underlies our certainty that communism,
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fascism, or any system that needs dictatorial control will fail.
Dictatorial control demands unity of ideas, and cannot tolerate
new ideas and particularly competition of ideas. Consequently
those who believe progress of society and the individual are
based upon competition and conflict of ideas must believe
that a system of dictatorship will eventually crumble through
failure to keep pace with progress.
What does all of this have to do with a university? A great
deal. There is no other institution in our society which is
dedicated solely to the generation, exploration, and critical
evaluation of ideas. There is no other institution whose life
blood is competition of ideas. No other institution should have
so little vested interest in the status quo and hence be so recep
tive to consideration of what is new. When competition ceases
within a university its seeds of growth are sterilized, its core
withers, and the university becomes useless. This is a simple
concept, but it lies at the heart of a university. Failure to
understand the concept is failure to understand what a uni
versity is all about.
Failure to understand the concept—or to view the concept
as an academic philosophy rather than an operating principle—
leads to a misunderstanding of many things a university does.
For example, there are individuals in our society who cannot
fathom what prompted the hiring or retention of certain
faculty members. What does a university look for first in a
faculty member? Ideas. Ideas come from the minds of men
and women; thus a university must endeavor with all the
resources at its command to obtain faculty members who will
generate ideas—in other words, creative people.
The supply of truly creative people is extremely limited and
it is not possible for every institution to fill a faculty with such
people. Fortunately there are many others who have the
capacity to explore and critically evaluate ideas as well as
the capacity to stimulate students to do likewise. These in
dividuals will usually comprise the bulk of any university’s
faculty. A university will attract as many of the creative
minds as its resources can command. It cannot afford to settle
for less than the teacher with an ability to understand, explore,
and critically evaluate. Unfortunately, a university is ad-
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ministered by humans and consequently misjudgments will be
made, resulting in some faculty which fit neither category.
There will always be some who can neither create nor evaluate,
who are simply mechanical technicians and contribute little
to the central purpose of the university—the generation, ex
ploration, and critical evaluation of ideas. But a good uni
versity will always strive to keep them at a minimum.
Unfortunately, creative people and stimulating teachers are
not the most comfortable people to live with—either within
the university or outside. They live in a world of ideas and
ideals. By nature and training they are inclined to examine,
question, and criticize. This always comes as a shock to people
who are inclined to accept, conform, and not question. For
this reason individuals in the public at large may react, even
react violently, against specific university faculty members.
Conformists want university administrations to hire indi
viduals who “think right”—people with whom they feel more
comfortable. In short, they seek people whose ideas conform
with their own, not realizing that this unity of ideas is the
essential ingredient of a dictatorship and absolutely contrary
to the central purpose of a university and contrary to basic
concepts on which this republic is founded. Universities, and
indeed the country, must have individuals who dare to think, to
create, and question rather than a nation of people who think
a particular way just because it happens to be popular at the
moment. We would probably still be wards of England if we
had not had some individuals in 1776 who dared to think dif
ferently.
Failure to understand that this attitude or process is central
to a university often leads to another misunderstanding, one
which involves the importance of tenure to faculty people.
Tenure is a system which protects faculty members from
being discharged except for certain specified causes. The
object of the system is to protect the faculty members’ freedom
to generate, explore, and critically evaluate ideas. Most people
who object to tenure really don’t object to the system itself;
they only want to know why a particular faculty member
isn t fired for the views he holds. These views are almost
always contrary to those held by the objector. Hence, the
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public objection is usually concerned with causes for which
a faculty member can be discharged, instead of the system
itself. Why shouldn’t failure to conform to current popularly
held ideas be included as grounds for dismissal? The genera
tion, exploration, and critical evaluation of ideas is the process
for which the university exists. Devotion to this process inevi
tably means that currently popular ideas may be questioned.
To fire a faculty member for questioning an idea completely
nullifies the purpose of a university. If it is true that progress
and growth come through the competition of ideas, then
somewhere a system must be maintained to protect the in
dividual who dares to question. Without the protection of
tenure universities will eventually find themselves with a
faculty which thinks whatever is currently popular; competi
tion of ideas is dead and so is the university.
There are times when an incompetent individual attains
tenure. There are times when a self-seeking exhibitionist
hides behind the protection of tenure. These are the results
of human failures in selection and administration, not neces
sarily a failure in the system itself. A university would no
sooner scuttle tenure because of a few such errors than would
this country abandon the Constitution because a known crimi
nal may find protection behind it. The problem is to make
the system work better.
It is not just faculty selection and tenure which are mis
understood; often the whole climate of freedom within an
institution is misunderstood and criticized. Critical evaluation
of ideas is possible only in a climate of freedom; only in such
a climate can a faculty of quality be attracted and maintained.
Some individuals cannot understand the almost complete
freedom of the student newspaper, the numerous petitions
pro and con on almost any subject which circulate with im
punity around the campus. When individuals from off the
campus take part in university forums and discussions, they
are alarmed by the extremely pointed questions and criticisms
which are exchanged. They find it difficult to believe that a
faculty member or a student may be defending a particular
point of view solely to test the merits of the arguments. These
things are a part of the atmosphere of freedom so necessary
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to the central purpose of a university. Taken out of context
with that central purpose, they are meaningless. The atmos
phere of the university is designed to promote questions, dis
cussion, argument, and examination—not conformity.
Public reaction at times favors the curtailment of freedom
within the university. Part of society fears to expose young
people to ideas which that portion of society does not at present
accept as correct. Since a university is the one place in which
all ideas may be freely discussed, it is only natural that some
objectors would wish to protect the young by curtailing this
freedom. But is this really protection? Is the best way to
combat an incorrect idea to be totally ignorant about it?
Over many years of fateful history, the majority of Ameri
cans have disagreed with this idea of the curtailment of
freedom to examine. They believe that the more knowledge
one has about any proposition, the better he can evaluate it.
This concept is at the heart of freedom of speech and freedom
of the press. It is a prime motivation for free public education.
It is in keeping with the American way of life to worry about
young minds that have not been exposed to ideas. Moreover,
wise parents have faith that their parental training and in
fluence on the minds of their children will become important
guides in the evaluation of competing ideas.
An underlying assumption of university education is that
through the competition of ideas, students can and will de
velop the ability to discriminate when exposed to all sides
of a question. If this premise is denied to the university, then
it becomes an indoctrination institution for current beliefs,
not an educational institution. The task of a university is not
to produce technicians; this is the task of a trade school. It
is not even the university’s task to program the computer
called the mind. Instead, the university must stimulate the in
dividual to program his own mind while he is still young.
The faculty must lead, prod, poke, jab, or do whatever is effec
tive to instill in humans the desire to investigate, evaluate, and
make their own decisions.
A further area of misunderstanding about the operation of a
university concerns the role of research. Research is essential
to the generation, exploration, and critical evaluation of ideas—
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the central purpose of a university. Irrelevant attempts to
define basic and applied research and arguments about which
is to be preferred are useless. The point is basically a simple
one: the generation, exploration, and critical evaluation of
ideas is the result of inquiry. Research is simply one form of
that inquiry. In order to promote the process on which a uni
versity is based, it is necessary to have inquiring minds and
minds that are free to inquire. Inquiring minds are developed
by exercise, not by constriction and inactivity. Therefore, it is
important that each professor have the right and the oppor
tunity to investigate whatever he wishes within his area of
competency. Universities seek to promote an attitude of curi
osity about the unknown, not necessarily the end results of the
research. If the results are capable of immediate practical ap
plication, then an additional bonus has been received.
Universities are much more concerned that investigation
and research be pursued, than they are that every result be
capable of immediate application or be noncontroversial in
nature. The most pressing concern is that research be con
ducted by the best methods and techniques which can be de
vised. It matters not whether the research concerns the sex
habits of humans or the stress on cables of a suspension bridge.
If the university is to promote the generation and evaluation
of ideas, freedom of research must be maintained. Society
must have faith that good will result from the total effect of
the program. Such faith is certainly justifiable when one looks
at the past results of university research.
A university is truly a unique research institution. It is
probably the only institution where research is promoted for
the benefits of the inquiry itself instead of promotion for the
end results of the research. When a student follows the direc
tion or example of a faculty member who is avidly following
a line of inquiry, the student is encouraged to take pride in his
own curiosity. The faculty member is exercising his mental
ability to investigate and examine. Thus is the central purpose
of the university—the generation, exploration and critical
evaluation of ideas—promoted.
Up to this point only one side of the university has been
discussed, its need for freedom. The other aspect is equally
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important and just as often neglected: the obligation of re
sponsibility. The institution must place equal emphasis on
both freedom and responsibility or it will lose its freedom.
What are some of the responsibilities which rest on the institu
tion and its faculty?
The institution is responsible for hiring and retaining only
qualified individuals on the faculty. The institution must make
sure that its freedoms are entrusted to competent, mature in
dividuals. In the case of a public institution, this is a particularly grave responsibility, since generally the public at large
does not have the information or special competence necessary
to judge the qualifications of a faculty member. This means
that the institution itself, as a collection of scholars, must
exercise the most severe judgment in deciding upon the com
petence of a member.
The institution is responsible for making sure the individual
scholar confines his university activities to the area of his
specialized competence. An individual faculty member is hired
because his experience and education equip him to instruct or
to research in a particular field. He is hired to work in that
field. He may have opinions in many other fields, and may
personally feel quite confident about those views. However,
it is the responsibility of both the institution and the individual
faculty member to confine his university activities to the area
for which he was hired. A doctorate is obtained in a relatively
narrow field and does not license one as an authority on the
sum total of man’s knowledge and affairs. Thus a teacher in the
classroom must personally assume the responsibility for con
fining his teaching to the area of the course where his special
ized knowledge gives him authority, instead of voicing opinions
on almost any subject. Self-discipline of the mind is as im
portant for the teacher as for the student.
It is the joint responsibility of the institution and the faculty
member to confine his university activity to his area of com
petence. The private life of a faculty member is another mat
ter. The institution has no authority over the private life of a
faculty member and, by the same token, must not be held
responsible. The individual faculty member must also recog
nize that the university owes him no protection in his private
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life. Some faculty members wrongly feel that academic free
dom entitles them to a special license in their private affairs,
and one or two distasteful examples of this can cause public
misunderstanding of the whole principle of academic freedom.
The faculty member can no more carry over his protection in
the institutional setting into his personal life than can a senator
or representative. Legislative immunity is designed to allow
freedom of thought and expression within a particular institu
tional setting, not outside of it. Such also is the case with
academic freedom. The attempt of an individual to pull the
cloak of the university around his entire existence will jeopar
dize the very existence of freedom within the university itself.
Academic freedom is the shield of a real scholar. Professional
cynics and pseudo-intellectuals often use academic freedom to
cry wolf at every opportunity.
It is the responsibility of the university administration and
the faculty to be on guard against real subversion which advo
cates the destruction of our constitutional government by force.
We are, unfortunately, living in a world in which an opposing
ideology, Communism, would like to destroy the very freedom
upon which our society and universities are founded—the free
dom to generate, explore, and critically evaluate ideas. This
intolerance should be resisted with all the force at the univer
sity’s command. At the same time, the university must equally
resist any attempt to defend our freedom by complete intoler
ance from the other direction. The university and its faculty
must jealously guard the freedom to generate, explore, and
critically evaluate ideas. They must also be equally committed
to use this freedom with the greatest of responsibility. Failure
in either respect will result in the loss of that freedom and the
destruction of the essence of a university.
It might be a more comfortable existence for everyone if
competition and generation of ideas were denied as central to
the purpose of a university. One might then adopt the phil
osophy that a university is simply a vocational training institu
tion. This would make possible a change in policies to provide
a more placid atmosphere in and around the institution. Many
present misunderstandings might then disappear. However,
this philosophy is contrary to the whole history and tradition
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of universities. The informed public has fought for centuries
to maintain universities with a different purpose from trade
schools. This fight has been waged by people who recognize
that progress comes through the clash of ideas, by people who
would rather be disturbed and annoyed than stifle an institu
tion where the free inquiring minds of men and women can
seek the truth. They would rather deal with problems arising
from questioning critics in their midst than submit to a dead
ening existence where inquiry is not permitted.
Above all, an informed public has undaunted faith that free
and responsible inquiry will lead to a better tomorrow and
should unhesitatingly support their universities which are
dedicated to this ideal.

Labor’s Stake in Economic Growth
RICHARD E. SHANNON
Associate Professor of Economics
Montana State University, Missoula

The success of the American economy since the end of
World War II is so well-known and so well documented in
our minds that complacency has replaced eternal vigilence in
our attitude toward the progress that has been made by our
society. Indeed the facts speak loudly for themselves. In real
terms (constant prices) our overall economic efforts have
rewarded us with a 60 percent increase in total output since
1946. During this same period per capita personal income has
also increased by 25 percent in real terms (not nearly as much
but still a gain). Prosperity, in other words, has been the
order of the day for the United States for nearly twenty years.
Of course the economy—because or in spite of its resiliency?—
has had its ups and downs. Call them what we will: recessions,
inventory adjustments, or “rolling readjustments,” but, except
for a minor dip in 1949, our income per person has moved ever
onward and upward.
Truly, by all standards of the past, the “Affluent Society” is
here, not just around the corner. Two chickens simmer in
every pot and two automobiles crowd garages built for one.
Corporate profits have more than doubled while bearing the
unpardonable burden of “double taxation” at levels generally
viewed as onerous. Even that backbone of conservatism in
word, deed, and investment — the rentier — has not suffered,
since interest as a functional share of national income has in
creased 500 percent, even while capitalist conservatives have
continually prophesied doom. And to all appearances Lord
Keynes’ prophesy of the “euthanasia of the rentier” has little
connection with reality.
Not only in our private lives have we prospered; our govern
ments have prospered with us. Government expenditures and
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programs have expanded in breadth and depth; and, while
cradle-to-grave security may not yet be a reality, progress in
that direction has placed that reality firmly on the hopeful
horizon of every American under 50. As a nation we have
broadened and deepened our social security coverage, over
whelmingly provided for our own and the common defense,
financed the reconstruction and development aims of our
friends and near acquaintances abroad, financed an antiquated,
burdensome agricultural program, and built schools and im
proved their quality and effectiveness rapidly. We have built
modern welfare programs for the economically and socially
unfortunate and their “kissin’ cousins” the social misfits, and
at the same time invested enormous sums in capital construc
tion projects at every.level of government—modern high
way construction, costly new airports, atomic energy develop
ments, reclamation projects, countless mundane sewage plants
and public buildings.
Our basic resource position has been improved, not dimin
ished, by our collective industriousness; meanwhile the number
of federal governmental employees per thousand population
was significantly diminishing. True, the total number of em
ployees of all levels of government has grown by over three
million, but the increase has primarily involved the hiring of
more school teachers in our growing program of collective in
vestment in human capital. One measure of our phenomenal
economic success has been the increasing percentage of young
people who remain in school for 16 years instead of the previous
8 or 12 years. On top of our vast outlays for direct education of
America s youth, research and development expenditures add
up to nearly $17 billion per year in the pursuit of new knowl
edge. This investment in addition to our basic knowledge
and development of technologies represents a rate of effort
so vast that it has been said that our total efforts in the area
of R-D expenditure since 1950 are as great as all mankind’s
efforts in the same area prior to 1950. Such evidence of our
affluence testifies that our free enterprise, private property,
and private profit system regulated by government has truly
led the world.
On all sides we readily perceive our growing abundance, our
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increasing economic activity, the successes of individual initia
tive and enterprise, the growing total of free people gainfully
employed, the vital helpful role that our collective efforts have
brought forth under the auspices of representative government.
Our growth, our material success has been nearly continuous
and somewhat constant for nearly 20 years. Since World War
II our rate of economic growth has averaged more than three
percent per year compound. Increasing output per man hour,
or the increasing productivity of the American worker, pro
vides not only the fundamental force to economic growth but
also the basis for increasing wages and standards of living for
the mass of Americans generally, the doubling of corporate
profits, and the greatly increasing share of income accruing
to the rentier.
But while we’ve prospered and grown so has the size of our
dependent population, especially our youth. T’is herein lies our
tale.
*

*

*

Let us examine briefly some useful notions of population,
employment and labor force statistics (Table 1). The concept
noninstitutional population tells us the number of people
in our total population over the age of 14 outside institutions.
Many of these people are retired and many more from 14 to ap
proximately 21 are continuing their educations. It is from this
portion of the total population, however, that changes in the
size and composition of the labor force must come. The term
civilian labor force excludes members of the armed services and
shows us what portion of the population is available to be used
as productive agents within the economy. As the percentage of
people in the civilian labor force increases relative to the
population, the basis for producing goods and services (or
income) per person in a society tends to increase. On the other
hand, as the dependent portion of the population relative to the
labor force increases, the output of goods and services (or
income) per person tends to decline, unless output per man
hour (productivity) increases at a rate high enough to offset
such a trend. The unemployment rate measures the percentage
of people unemployed relative to the civilian labor force and
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TABLE 1
LABOR FORCE, EMPLOYMENT, AND UNEMPLOYMENT
(in millions of persons 14 years of age and over)
C ivilian L ab o r Force
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Notes: Figures have been rounded from thousands to hundreds of thou
sands. Information relating to persons 14 years of age and over is
obtained on a sample basis. Annual data are averages of monthly
figures. Bureau of Labor Statistics estimates.
Includes self-employed, unpaid family, and domestic service workers.
-Percent of civilian labor force.
^Inclusion of figures for Alaska and Hawaii beginning with 1960 in
creased population by about 500,000 and total labor force by about
300,000. Most of the increase was in nonagricultural industries.
Sources: Data for 1940-1962 from Economic Report of the President,
January, 1963, p. 194. Data for 1970 and 1975 have been estimated
from materials included in Manpower Report of the President and
A Report on Manpower Requirements, Resources, Utilization, and
Training by the United States Department of Labor, Transmitted to
the Congress, March, 1963.

gives us a measure of the annual impact of unemployment on
the economy. Since 1946 an unemployment rate of 4 percent
or less has generally been looked upon as a descriptive charac
teristic of a fully employed economy.
Total employment is divided into two portions: those in agri
culture and those outside agricultural employment. Notice in
Table 1 the continuous decline in agricultural employment.
This is an inevitable trend of economic development if indus
trialization is involved. A hundred and fifty years ago nearly
90 percent of the labor force was employed by the agricultural
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sector, but with the gradual development of the instruments
and technologies of modern agriculture both the number and
the percentage of the labor force so employed has fallen.
Increasing output per man in agriculture freed workers for
the development of an industrialized society. Today only ap
proximately 8 percent of the civilian labor force is employed
in agriculture. And, as the number of people in agriculture
has diminished, the expansion of industrial and services em
ployment has increased. Since 1940, 24.7 million workers have
become employed within nonagricultural areas of our society.
Since 1947, (Table 1) the total labor force has increased by
13 million people—an increase of 21 percent. According to the
forecast based upon the demographic characteristics of our
present population the total labor force is expected to increase
by an additional 18.3 million by 1975.
Paralleling these changes in the total labor force, total
civilian employment from 1947 to 1962 has increased by 10.2
million, an increase of only 17 percent. (Note that the labor
force has grown faster than the level of employment by about
25 percent—a basic fact behind our excessive unemployment
levels in recent years).
On the basis of the number of people who are 5 years of
age and over at the present time the civilian labor force should
increase by 13 million between 1960 and 1970 and by an addi
tional 7 million by 1975. In other words, during the 15 year
period from 1960 to 1975 we will have a net expansion of the
civilian labor force of 20 million people: people alive today who
will expect places within a free enterprise economy to support
themselves and their hoped-for families. Labor’s stake in the
economic growth and expansion of our society is the need for 20
million (net) additional jobs—all within the brief period of less
than 15 years! Never before in America’s history has the econ
omy been expected to “create” so much in so short a time, to
expand useful, satisfying, profitable job opportunities so rap
idly. The inevitable consequences of the boom in babies World
War II produced becomes the immediate great challenge, and
perhaps crisis, of the second half of the Twentieth Century.
The task can be rather sharply defined. Total civilian em
ployment in 1960 was 66.7 million. We need a total employ-

26

MONTANA BUSINESS QUARTERLY

ment level of about 88 million by 1975, assuming that we can
expect 2-3 million of unemployed to preserve the freedom of
labor’s mobility. Note the need and its relation to present levels
of employment. We need 20-23 million new jobs net— a 3354
percent increase in the total number of jobs in 15 years or less!
To provide such an increase in the economy’s demand for
labor will require a prodigious effort and a high rate of
economic growth. Labor’s stake in economic growth is clear
and present. Labor must work not merely for higher standards
of living, better working conditions, and perhaps shorter hours
and more days and weeks off; but labor must find job oppor
tunities for all, so that within labor’s ranks the percentage of
have-nots will not expand relative to the haves. For the
stability of our society, the threat posed by a two class structure
within labor’s ranks is great indeed. While we learned much
socially, politically and economically during the 1930’s, surely
no lesson was better learned than that the unemployed vote—
and not merely for a continuation of the status quo.
4c ♦ 4*
What has been the record of the economy of the United States
in this respect? What is the record of what has been dubbed,
and rightly so, “The Miracle of America”? Let us examine some
additional characteristics of the post-World War II period.
First of all let us recognize the magnificent achievements of
economic growth since World War II. Since 1947 the gross
national product of the United States in real terms (constant
dollars—i.e., abstracting out that change which was only in
flation) has been over 60 percent. Where in 1947 we had a
gnp of $327 billion, by 1962 this had grown to $553 billion.
“Well over four-fifths of this rise was due to increases in
output per man-hour,” says the Department of Labor.1 That
means that since World War II, 80 percent of the increased
output our economy has produced (in real terms) has been
the result of the increasing productivity of labor, and only 20
percent (one-fifth) is attributable to the increase in the number
1Manpower Report of the President and A Report on Manpower Re
quirements, Resources, Utilization, and Training, by the United States
Department of Labor, March, 1963.
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TABLE 2
GROSS NATIONAL PRODUCT OR EXPENDITURE
(billions of dollars)
Year
1929
1933
1940
1944
1947
1957
1960
1962
1963

1962 Prices
_______ .......... 212.0
148.2
.......-.... .
239.3
_______
....
...... 384.8
_______ .......... 327.9
478.5
.... .........
_______
515.8
_______ .......... 553.6
est.........

Current Prices
104.4
56.0
100.6
211.4
234.3
442.8
503.4
553.6
585.0

Source: Economic Report of the President, transmitted to the Congress
January, 1963, pp. 171 and 172.

of people working. Coincidentally, the increase in the number
of jobs in the civilian (nonmilitary) economy has also been
about 20 percent (from 57.8 to 68 million, see Table 1). Over
the 15 year period since 1947, our economic growth has given
us 60 percent more goods and services, but only 20 percent
more jobs. (Remember, over the 15 years 1960-1975 we will
need a 33!/j percent increase in the number of jobs on the
basis of our population projections.)
Was this record of economic growth a smooth continued
progression from one year to another since 1947? Was it spo
radic and trendless? Or can this 15 years easily divide itself
into separable periods with different trends? Examination of
the unemployment rate, as in Table 1, together with an exami
nation of the rate of change of gnp in constant prices leads
us to conclude that the period 1947-1962 (or for that matter,
1963) should be subdivided into two rather distinct periods
1947-1957 and 1957-1962. Let us then examine each of these
in turn.

The Period 1947-1957
In the period immediately following World War II the
economy of the United States absorbed millions of discharged
servicemen, provided resources for the reconstruction of much
of a war-torn world, and adjusted itself more rapidly than
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many believed possible to the needs and desires of an un- |
expectedly affluent, expanding population. During the first ten
years (1947-1957) the rate of economic growth averaged 3.8
percent.
One striking characteristic of the growth of the economy
during that decade was the expansion of employment. While
the civilian labor force was expanding by 7.7 million, civilian
employment expanded by nearly the same amount, 7.2 million.
The expansion of nonagricultural employment, a consequence
of the rate of economic growth, was 9.2 million, an increase
about 20 percent greater than the expansion in the civilian
labor force.
This overall increase in nonagricultural employment repre
sented an additional 920,000 net jobs per year or 76,500 net
jobs per month. (The number of new jobs was substantially
larger than 920,000 per year, a point we will develop later.)
However, during this same period agricultural employment
continued its downward trend, and 2.1 million people left this
area of employment. Thus, the increase in total employment
was much smaller than the increase in nonagricultural alone:
7.2 million to 9.2 million (Table 1).
Of this increase in nonagricultural employment, the vast
majority of new jobs was provided by private employers; the
number of such newly provided jobs per year averaged 700,000.
Most of the additional new jobs during this decade were pro
vided by increases of state and local government employments
—principally school teachers. The average annual increase of
such state and local employment was 185,000 jobs yearly,2 or
approximately 2 million over the decade.

The Period 1957-1962
In contrast to the earlier ten year period, the past five (or
six) years has been a period of far less growth of the American
economy, absolutely as well as relatively. Gross national pro
duct has been increasing in real terms at a rate of only 2.9
percent, just 75 percent of the rate of the prior decade 19471957 (2.9 percent is 75 percent of 3.8 percent).
-Ibid.., p. 5.
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When we examine changes in levels of employment the
contrast sharpens. In contrast to the 700,000 new private non
farm jobs net per year between 1947-1957, the number of such
new jobs dropped to an annual increase of only 175,000 per
year between 1957-1962.3 The free enterprise business com
munity provided only 25 percent as many new jobs per year
as it had during the previous decade. The reduction of 25
percent in the rate of real economic growth brought a 75 per
cent decrease in the number of new private nonfarm jobs an
nually.
But what was occurring within the available labor force
during the same years? Between 1957-1962, both the total labor
force and the civilian labor force were increasing by 820,000
per year (4.2 million in all). The gains in overall employment
were 600,000 per year or 50,000 per month (as compared to
720.000 per year or 60,000 per month). Nonagricultural em
ployment increased somewhat faster, as would be expected:
780.000 per year (65,000 per month) as compared to 920,000
per year (76,500 per month) in 1947-1957. Agricultural employ
ment continued to drop and fell by 900,000 during the five
year period. And, where in the earlier decade state and local
governmental employment increased annually by 185,000, dur
ing the past five years the increase has been 285,000 annually,
the increase representing a percentage change upwards of 54
percent. The President’s Manpower Report declares: “Only
the public sector of the economy has had an increasing rate of
employment growth since 1957.” And, as has been indicated,
“this growth has been overwhelmingly in state and local gov
ernments—largely in school systems.”4
While employment has increased during these past five
years, unemployment both absolutely and relatively has also
consistently increased (Table 1). In the years prior to 1957
the average was less than 4 percent. Since 1957 unemployment
as a percentage of the civilian labor force has averaged more
than 5.5 percent annually. In other words unemployment has
been averaging more than 35 percent higher since 1957 as com
pared to the decade earlier (5.5 is 137.5 percent of 4). In the
’/bid.
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post-World War II period there have been three noticeable
recessions. Each time recovery from a recession has taken
place the rate of unemployment has been higher than it was
prior to the downturn. The economy of the United States “not
only has been unsuccessful in recent years in approaching full
utilization of manpower resources but, in fact, has moved
further away from this objective,” according to the Manpower
Report cited before.3
Of particular concern has been the great increases that have
taken place not in short-run frictional or technological un
employment, but in long-term and structural unemployment.
Between 1957 and 1962 long-term unemployment (15 weeks
or over) rose by 100 percent, and very long-term unemploy
ment (6 months or over) rose by almost 150 percent. The
overall increase in unemployment during this period was not
quite 40 percent, and the increase in short-term unemploy
ment (under 5 weeks) was not quite 20 percent.9

Who are these unemployed? Are they what so many voices
from the private enterprise sector of the economy call “the
unemployables”? This term “unemployables” can be given
various meanings. Usually, however, the derision with which
it has been employed connotes the rummy, dope addict, lazy
man or skid row bum. It is easy to shrug off responsibility for
unemployment by thinking in these terms, but the truth is
quite different.
Six categories appear to account for the bulk of the un
employed: 1) very young workers, 14-19; 2) older workers,
over 55; 3) non-white workers, especially Negroes and Puerto
Ricans; 4) workers attached to declining or unstable indus
tries; 5) workers located in economically depressed geographic
areas; and, 6) unskilled workers in general.67* And it is worth
mentioning that in these same categories, in addition to the
more than 4 million officially accounted for as unemployed, it
has been conservatively estimated by a highly respected labor
arbitrator, Dr. Charles C. Killingsworth of Michigan State
6I b i d p. 3.
“Ibid.
■Ibid.
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University, that there are at least another million people in
the ranks of what appear to be a growing army of permanently
unemployed, not counted by our official definitions or tech
niques. Many of this last group have been without gainful
employment for so long that they have long since ceased to
hope and no longer actively seek work.
Simultaneously occurring with this growing and persistent
problem of the unemployed, there has existed a steady demand
for workers in many areas that the free market has failed to
supply. Great shortages still remain (at existing rates of
remuneration) for trained personnel in many fields: 1) engi
neering; 2) mathematics; 3) the natural and social sciences;
4) teaching at all levels; 5) nursing; 6) medicine and den
tistry; and 7) professionally or technically skilled or trained
workers in general. Indeed, perhaps more than most of us
care to admit, the answer to many of our problems of unem
ployment relates to education, training, retraining, and keeping
the nation’s youth in such programs for longer periods of time
—in other words, licking the “drop out” problem.
However sluggish, the period 1957-1962 has been one of con
tinued economic growth and expansion for the United States.
But while levels of income and employment are rising slowly,
the problem of persistent unemployment grows. This problem
of unemployment especially concerns us, for as we noted
earlier, by 1975 an additional 20 million people will find their
way into the labor force. Will they find gainful employment
awaiting them? How many are destined to find their position
in our society pointed toward the permanently unemployed?
What can we say today about their chances, based upon the
record of the present and recent past? For unless the past can
provide some measure of our future, experience cannot be a
useful guide or teacher.
Let us examine the consequences of another aspect of our
economic success noted earlier. Between 1947 and 1962 the
gross national product of the United States increased approxi
mately 60 percent; that is, in real terms our incomes and ex
penditures, our output of goods and services increased by 60
percent. We noted, also, that four-fifths, 80 percent, of this
increased output was the result of the increasing productivity
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of labor and only one-fifth, 20 percent, was the result of addi
tions to the number of employed. What does this mean for us
in terms of problems of employment and unemployment?
We can say that labor’s productivity has been increasing
steadily since World War II at about 3 percent per year. What
this implies is that if it took 68 million workers in 1962 to pro
duce a gnp of $553.6 billion, it would take only 66 million
workers the next year to produce the same gnp. In other
words, if the productivity of labor increases by 3 percent per
year, then unless the overall economy grows by at least the
same percentage, 3 percent, the demand for labor at the end
of the year would be smaller than at the beginning of that year.
Since World War II we- have had to provide two million new
jobs annually to hold the level of employment constant. Be
fore considering the problem of what 20 million additional
workers in the labor force entails for us during the years until
1975, we need awareness of what continued increases in pro
ductivity in our society mean for those already employed.
One of the prim ary causes of this increase in average pro
ductivity is advances in technology. Technological changes
have been responsible for increased output per man hour or
per dollar of capital, increasing levels of income and living
standards, and naturally, some technological unemployment.
In past history a large share of this unemployment has been
of short duration, as the workers and their skills found new
avenues of employment open before them in a rapidly growing
and expanding society. Only when economic conditions were
depressed was such unemployment persistent.
But today the type and the pace of technological develop
ment is changing before our eyes with automation—the spectre
that haunts the lives of the unemployed and the dreams of
many of the employed. The increases in output that our society
enjoys today result from such rapid technological advancement.
Can we learn to handle more viably this problem within our
economy’s scheme of labor management relations? Here, if the
past is any guide to the future, we need not be in complete
despair. In important collective bargaining agreements, both
parties are attempting as never before to minimize the adverse
effects of automation upon those currently employed.
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But current efforts toward minimizing automation as a cause
of unemployment should not cause us to sweep the issue under
the rug. If labor’s productivity continues to increase at about
3 percent per year in the years ahead, the economy must add
at least two million new jobs (not net, only new) to maintain
a constant employment level.

The Challenge That Lies Ahead
There will be a 33% percent expansion in the size of the
labor force over the years until 1975. As a result of continued
technological advance 20 to 30 million new replacement jobs
will be needed. In the aggregate then, the challenge to be met
by our economy is to create 40 to 50 million new jobs—between
now and 1975. Given the value structure of the American
people, this expansion of job opportunities should primarily
come from within the private sector of the economy. This does
not mean that public employment should not also expand. It
does mean, however, that the ratio of public to private employ
ment should not change significantly.
History alone cannot provide a solution. An increase of 33%
percent in the civilian labor force over a 15 year period is a
problem that the American economy has never faced. The
magnitude of the increase is much greater absolutely, but, more
important, much greater relatively than at any time in our
past. We need, however, to recognize the fabulous opportunity
for growth provided by this situation. A supply of idle but
potentially productive labor is essential for economic growth
and can provide the potential for economic growth at a rapid
rate.
Given the various growth rates of the periods 1947-1957 and
1957-1962, what may we predict for the future?
With a growth rate of 2.9 percent we found that the net num
ber of jobs added annually was 600,000 per year. Assuming
that our growth in the future is at least as good in this respect,
we can then predict a level of employment for 1975. In 1960
employment was 66.7 million, unemployment 3.9 million. Add
ing 600,000 to the aggregate of employment annually would
give us a level of employment of 75.7 million in 1975. However,
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the civilian labor force should be 90.6 million by 1975. Assum
ing a 2.9 percent cumulative growth rate for the American
economy, if these two forecasts worked out, then unemploy
ment by 1975 would be about 15 million, a percentage of over
16 percent compared to the current level of about 5 percent.
This prediction does not assume that we will be beset with
recessions or depressions, nor with economic stagnation and
decay; but that this free enterprise system will continue to
grow and at a respectable rate historically viewed.
But what if the rate of economic growth were stepped up
some way to the 3.8 percent level that prevailed between 1947
and 1957? During that time period we added 720,000 jobs per
year net. If the economy were again to grow faster, we could
assume that our success in employment would be comparable
to this period in the past; over a 15 year period we could expect
a net increase of about 10.8 million people added to the level
of employment. Adding 10.8 million to the 66.7 million for 1960
would give us a total employment of 77.5 million employed in
1975. With 90.6 million in the civilian labor force the level of
unemployment would be 13.1 million, a rate of about 14.5 per
cent, or 2 percent better than with a growth rate of 2.9 percent.
Think about this 2.9 or 3.8 percent growth rate that might
result in such an unacceptable, intolerably high rate of unem
ployment. How does it compare historically to the develop
ment of the United States? Is it a rate of growth we’ve felt
constrained to apologize for in the past? Is it a rate of growth
characteristic of a sluggish, finished economy?
The unequivocal answer to all such questions must be a
thundering NO! Why then do we find ourselves with a problem
such as this is likely to be? Can we honestly blame it on the
relatively sluggish rate of growth for the recent past? Again
the answer must be NO. The problem results from the baby
boom of the past two decades. The people have been born; they
will grow, mature, and sooner or later will enter the labor
force. We have collectively been grateful for them for providing economic needs &nd requirements for a large measure of
the growth in the output of our factories and fields and for
providing employment opportunities for many. We can con-
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tinue to be grateful for them if we can prepare for the new
economic growth necessary to employ them.
Labor’s stake in economic growth is greater and much more
urgent than the stake of the other factors of production. A fully
employed economy requires a rate of growth much higher and
more sustained than that achieved over any sustained period
of time in our past.
How high must the rate be? The answer is difficult. If a
2.9 percent rate adds 9 million jobs over a 15 year period, and
a 3.8 percent rate might add 10.8 million, then an extra .9 per
cent rate (and each additional such .9 percent increase in the
rate) could mean enough growth to provide for 1.8 million
jobs. Such reasoning would lead us to conclude that we need
a rate of growth greater than we have ever achieved.
For some years two of the Rockefeller brothers have argued
that the problem of economic growth is the most critical prob
lem facing the United States. In recent years Nelson Rocke
feller has been considered utopian for urging public policy that
would put a 4.5 percent rate of economic growth as a minimum
goal. Given the enormity of the problem, Rockefeller’s goal
seems an extremely conservative position.
It is one thing to present a problem of this magnitude and
properly dramatize the inevitable consequences. It is a far
different thing to prescribe successfully a program of action
that will enable us to surmount this problem and survive.8
Our suggestions will be tailored to the most immediate unem
ployment problems. Our position is that if we succeed in han
dling our current (1963) problem of 5 percent unemployment
and continue to apply ourselves and our knowledge to the in
creasing problems that stretch before us, we will have solved
the overall problem in the process. If we always attack the
In the past several years attempts have been made to present the eco
nomic requirements for increasing our rate of growth in real terms by
various amounts. Professor Edward F. Denison on the Staff of the
Committee for Economic Development has discussed the difficulties
involved and presented a set of proposals that would “raise the growth
rate over the next 20 years by one percentage point.” Edward F. Deni
son, “How to Raise the High-Employment Growth Rate by One Per
centage Point,” American Economic Review. Papers and Proceedings,
May, 1962, p. 67.
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basic current unemployment problem and solve it, the long-run
problem will fail to materialize.
The current problem in 1964 is structural unemployment. A
very large number of people currently looking for jobs do not
possess the minimum basic skills or knowledge required for a
faster pace of growth. Surely a large part of this unemploy
ment can be avoided by more emphasis on education and train
ing, especially with the high percentage of unemployed be
tween the ages of 14 and 19. Educations were not completed.
No training was acquired. The individual dropped out of school
unqualified for anything but unskilled labor.
Within this particular category of the unemployed a very
high percentage is non-white. Here the problems are even
more acute and the solutions will be slow in developing. It is
frustrating for the non-white youth to struggle for costly edu
cation and training if he will be denied a skilled job in many
areas on the basis of his color. A great deal of social advance
will be required before fundamental cultural attitudes of em
ployers will be changed, and colored people can believe that
the effort of education is worth the price. To eliminate this
type of structural unemployment discrimination must vanish
and non-white youth must at the same time acquire a desire
for education and training. It is important to remember that
while education can help in the solving of this type of struc
tural unemployment it does not provide a complete answer.
Similarly, many of the unemployed over 45 have 15 to 35
years of productive labor behind them and possess skills that
have yielded maximum industrial wages. Yet in the course of
rapid technological change they find themselves displaced—
never to put their old skills to work again. For these exworkers the problems are especially acute, and drastic remedies
may be required. Retraining and relocation are both difficult
and expensive answers. Relocation causes adverse effects on
the local economies but this may be a part of the price that will
have to be paid whatever we do. Perhaps, however, for some
localities massive transfusions of new economic resources into
these communities can solve a part of the long-run problems.
In any event, final solutions may not be as important as
changes in attitudes toward some of our cherished American
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concepts. Another important approach in solving our economic
problems of underemployment is to adopt an appropriate fiscal
policy providing deliberately for economic expansion. What is
needed is for the level of governmental expenditures to stay
constant or rise, and simultaneously for the level of tax collec
tions—at the current levels of national income—to fall. A
planned, as opposed to accidental, deficit is required. Without
arguing for the merits of the particular tax revision program
currently before the Congress, it can be said that this is at the
least a halting step in the right general direction. But it is only
a first step toward an adequate program of tax reform and
reduction that would provide the United States with an appro
priate fiscal policy for sustained and more rapid economic
expansion and growth."
Many similar proposals can be suggested or espoused. Much
knowledge and opinion exists that can bear fruitfully on the
problem. The solutions to be chosen must develop within the
political arena. What is essential is not some specific change
or proposal, but a fundamental attitude that this is the problem
that should be attacked. When it is recognized that the per
sistent problem our economy must solve is not the “balance of
payments problem, nor inflation, nor the public-private mix,
nor the threat of communism from within or without but rather
the threat of permanent unemployment for a large mass of
our population, then and only then will we again be on the
road to survival for our way of life.
"For the simple analytics of deficit financing see the Summer 1963,
Montana Business Quarterly, Robert F. Wallace, “What Everybody
Wants to Know About Deficit Spending.”

The Business O utlook
MAXINE C. JOHNSON, Assistant Director
Bureau of Business and Economic Research
Montana State University, Missoula

THE NATION
Practically everybody — economists, business leaders, and
other forecasters—agrees that 1964 is going to be a year of
accelerated growth and expansion in the national economy.
The unanimity is surprising, but the reason is clear: all of
these experts expect an income tax cut this year. The Admini
stration’s tax bill has, of course, been passed by the House of
Representatives and reported out of the Senate Finance Com
mittee. Its passage by the Senate is generally considered to be
a sure thing, but should the bill either fail or be postponed,
economic growth in 1964 will be much more modest than most
forecasters are predicting. As a m atter of fact, in cases where
alternative outlooks (assuming no tax cut) are offered, a down
turn after midyear is frequently suggested. Nevertheless, the
most reasonable assumption on which to base an appraisal
of the business outlook seems to be that the tax bill passed by
the House will be approved by the Senate, and that the tax
reduction will be retroactive to January 1, 1964.
Certainly a tax reduction of some $6-7 billion this year,
accompanied by a modest increase in government expenditures,
at a time when consumption of most types of goods and services
is already high should provide the basis for a prosperous year.
The “standard” forecasts for 1964’s gross national product
(total value of goods and services produced) range from $615
to $620 billion—compared to a preliminary 1963 estimate of
$585 billion. A GNP in the $615-620 billion range implies a
NOTE: This article was prepared and set in type before the new
tax bill became law.
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dollar growth of from 5 to 6 percent and, assuming only moder
ate price rises, a real growth in constant dollars of 4 to 4.5
percent.
This is a comforting prediction for the majority of Ameri
cans. But while most of us become more affluent, the propor
tion of workers without jobs (currently about 5.5 percent of
the labor force) is expected to decline only slightly as an un
precedented number of young people enter the labor market
this year and as the productivity of employed workers—thanks
to automation—continues to increase. The sobering long-run
implications of this situation are discussed by Professor Rich
ard Shannon elsewhere in this issue.
Since gross national product is our measure of total economic
growth, it is appropriate to discuss growth possibilities by the
major divisions of GNP—personal consumption expenditures,
gross private domestic investment, and government purchases
of goods and services. Such a discussion also points up the
importance attached to an income tax reduction as a growth
incentive.
Personal consumption expenditures. Disposable personal in
come rose steadily during 1963, and the public responded by
increasing its purchases of consumer services and nondurable
goods and by maintaining large expenditures on durable goods.
Personal income will continue to increase in 1964 and, if the
tax bill is passed, American consumers will have an additional
$5 or $6 billion in their pockets this year. They may, of course,
save this money, pay off debts, or spend it; the assumption is
that most of it will be spent for consumer goods, making 1964
a year of very high consumption expenditures. The rate of
increase between 1963 and 1964 should be the highest in several
years, and whatever his views about tax policy or government
finance, every businessman will agree that customers with
money to spend are the basic ingredients of a profitable busi
ness and a prosperous economy.
While there are those who fear that increased spending may
result in rising prices and inflation, many economists point
out that industry’s capacity to produce should prevent any
widespread and extensive price increases. Toward the end of
1963, American industry as a whole was believed to be operat-
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ing at approximately 87 percent of capacity. There will be
price pressures in particular industries, of course, especially
where labor contracts are being renegotiated this year. Never
theless the overall increase in consumer prices probably will
be relatively modest.
Gross private domestic investment. Rising profits plus the
prospects for billions of dollars of additional consumer expendi
tures (and the hope of a corporate tax cut) have led to predic
tions of a significant expansion in business spending for new
plant and equipment. These predictions are given added weight
by a McGraw-Hill survey conducted in January, which found
U.S. businessmen planning to increase their capital spending
by 9 percent over 1963. This does not mean that a capital
spending boom is about to begin; excess capacity exists in many
industries, and the proportion of gross national product spent
for plant and equipment will be smaller than in years such as
1956 and 1957. Nevertheless, business spending will be a source
of strength this year.
Changes in business inventories also influence total gross
private domestic investment. Although they have been increas
ing rather constantly and at a moderate rate during the past
year and a half, inventory changes are traditionally quite
erratic, making them extremely difficult to predict. However,
when we assume a rather rapid increase in consumer sales, it
follows that we may also expect an increasing volume of in
ventory accumulation this year.
Residential construction is the third major type of private
domestic investment. While contractors built a surprisingly
large number of housing units in 1963 (at least in view of ear
lier forecasts), even the most optimistic analysts do not picture
the housing industry as a strong growth factor this year. The
concensus is that the number of housing units constructed in
1964 will be about the same as the 1963 figure—around 1.5 mil
lion—but that total expenditures for housing will be slightly
higher as unit prices rise and as the number of additions and
alterations to existing homes increases. It should be noted
that 1963 was one of the best housing construction years since
World War II.
Government purchases of goods and services. Expenditures
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by the federal government and by state and local governments
will continue to increase this year, but not so much as in the
recent past. Efforts of the national administration to cut ex
penditures, especially in the defense field, while greeted with
considerable approval (except by the areas and industries af
fected) will not be felt immediately. Past appropriations insure
a continued increase in expenditures this year. Indeed while
economy efforts may slow the future increase in spending, the
heavy pressure for new and enlarged federal programs makes
any decline in total expenditures unlikely. State and local
governments will continue to increase their outlays at a faster
rate than the federal government.
It is clear, then, that the growth which is to occur next year
must come largely from increased expenditures by consumers,
for consumption goods and services, and by business in the
form of new capital investment. Neither government expendi
tures nor housing investment is expected to expand enough to
provide the basis for significant growth. The fourth major
sector of gross national product—foreign trade—is relatively
small in terms of net dollar effect and is not expected to show
much change from 1963. To a large extent, increased expendi
tures by individuals and businesses in 1964 are dependent upon
tax reduction, and the decision is now in the hands of our
legislators in Washington. Hopefully, the measure will be
passed and will represent an initial step in a concentrated effort
to speed up the growth of the United States economy.

MONTANA
If political considerations are of special importance to the
outlook for the national economy this year, they loom even
more significantly in Montana’s prospects. In addition to the
federal tax reduction bill, the state’s outlook hinges partly upon
whether or not a revised 1964 wheat support measure is passed
by the Congress. If wheat support prices are increased, farm
income may decline only moderately; if not, farm income is
almost certain to drop substantially, with repercussions in
many agriculturally-oriented communities.
Since we do not yet have adequate information for measuring
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Montana’s economic progress in terms of gross state product
(a yardstick which would be comparable to gross national
product), let us look more closely at the prospects for the state’s
major industries.

Agriculture
Although figures are not yet available, Montana’s 1963 farm
income probably fell below the very high figure of 1962. Ex
cept for barley, the production of most major crops exceeded
1962 output, but prices were substantially lower. Cattle mar
ketings were large, but during the latter part of the year prices
fell sharply below the same months of 1962. The Montana Crop
and Livestock Reporting Service quotes the following average
prices received by Montana farmers and ranchers as of De
cember 15:
1962
Wheat __ __ __
$ 1.98
Barley _
.76
Steers and heifers — 25.50'
Cows - ......... ...
15.10
Calves —......
30.00

1963
$ 1.89
.76
21.00
12.60
25.40

In last year’s wheat referendum, growers turned down the
government program. This year, unless Congress acts to raise
wheat support prices, the price of Montana wheat could fall
as low at $1.05 per bushel.1 The extent of the decline may well
depend upon the volume of export sales; perhaps because of
psychological factors, export sales appear to be having a greater
influence on prices than their effect on demand and supply
justifies. Another hopeful consideration is the large proportion
of wheat farmers who are complying with acreage quotas; this
will help limit the supply of wheat. Nevertheless, the U.S.
Department of Agriculture estimates that lower wheat prices
may cause a decline of 5 percent or more in total national farm
income. But while nationally wheat accounts for about 6 per
cent of gross farm income, in Montana it typically makes up
about one-third of the total; and while net farm income
'The current national support price of $1.25 means a price of approxi
mately $1.05 in Montana.
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amounts to only 4 percent of total personal income in the
United States, it has in recent years- comprised something like
15 percent of total personal income in Montana. Obviously the
effect of lower wheat prices would be much more severe in our
state than in the nation, and although one may have difficulty
imagining Congress permitting the income of wheat farmers
to decline so drastically in an election year, any forecast for
Montana must consider the possibility. Even if Congress does
take action, it may not come in time to affect 1964 prices.
The other major segment of Montana agriculture—beef cattle
—also is in a less secure position than a year ago. Stocker and
feeder prices began to decline during the latter part of 1963,
and recently prices received for all types of Montana cattle
have ranged from 13 to 18 percent lower than a year ago.
Efforts of cattlemen to obtain tariff relief or import quotas on
beef have made developments in the cattle industry also partly
dependent upon political considerations, although with U.S.
foreign policy stressing the desirability of free trade through
out the world, these efforts may be only partially successful.
In any event, most experts believe that the domestic marketing
of greater numbers and heavier weights of beef cattle at a time
when supplies of hogs and poultry were also extensive has been
largely responsible for the price decline. This is a problem
which cattlemen themselves must solve, a problem which will
continue to be with them in 1964. Although demand for beef
will continue to rise this year, so will the supply; the chances
are, therefore, that prices will remain about the same as during
the latter part of 1963.
We have considered the outlook for agriculture at some
length, both because of its importance to the state and because
of the uncertainties currently prevalent in the industry. A
sharp decline in farm income affects a good many nonfarm
businesses; this was amply illustrated in 1961, the year of the
drought. While no one expects that farmers and ranchers face
anything comparable to the 40 percent income loss which
occurred between 1960 and 1961, it seems quite possible that
total farm income could easily drop 10 percent or more on the
basis of price declines alone. And unfavorable weather—
Except 1961, a drought year.
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always a possibility in Montana—could cause further income
reduction through smaller crop production or forced sale of
cattle.

Nonagricultural Industries
Montana’s nonagricultural economy, like that of the nation,
exceeded the expectations of many observers (including this
writer) in 1963. According to preliminary estimates of the
Unemployment Compensation Commission,3 total nonagricul
tural employment in 1963 exceeded 1962 by about 1.5 percent;
the number employed was higher than in any other year. Per
sonal income from nonagricultural sources undoubtedly in
creased.
In large part, this was a reflection of the unexpectedly vigor
ous national performance, which provided a strong demand for
most Montana products, and a high volume of construction
activity. A rather large increase in government workers,
especially at the state and local level, also helped keep employ
ment high. In combination, these factors successfully offset
the loss of several thousand missile workers during the latter
part of the year. Yet the chart in the business indicators sec
tion indicates that, when monthly employment has been ad
justed for seasonal variations, there has been no significant
expansion in Montana’s nonagricultural employment since the
fall of 1962. In economic jargon, such a situation is frequently
referred to as a high plateau.” Unfortunately, employment
may decline during the early months of 1964, after adjustment
for the regular seasonal losses, because last winter and spring’s
underpinning of several thousand missile workers is gone. This
does not necessarily involve an increase in unemployment,
since most missile workers presumably have gone on to jobs
in other states, but it does mean that the total number of
employed workers in Montana may be smaller.
If we have actually experienced little growth in nonagricul
tural employment during 1963, what are the prospects for 1964?
If predictions for the U.S. economy prove accurate, a strong
’Subject to revision as the Commission receives reports from a larger
number of employers.
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demand for Montana’s major nonfarm exports—wood products,
metals, and minerals—should continue. Montana’s lumber in
dustry benefited from the labor disputes on the West Coast last
summer; only one Montana firm was affected and others prof
ited from the higher prices which resulted from the reduced
supply of lumber. With another 1.5 million new housing units
expected this year, and with some indications of a tendency
toward more one-family houses as opposed to apartments, the
state’s wood products industry can anticipate another year of
high production and employment. At the same time, little
increase in employment seems likely.
In Montana’s metal mining and smelting industries, mining
employment increased slightly and the number of smelting
workers declined in 1963. Copper production was down as
The Anaconda Company prepared to close the old Anaconda
smelter and put its new Butte concentrator into operation.
This year, with the new plant in production and a good demand
for copper, output should increase significantly. As the deep
level mining program is extended, mining employment in the
Butte area may also increase, although the new smelter will
employ fewer workers than were used at the Anaconda plant.
With the loss of the old plant, the city of Anaconda faces severe
re-adjustments and provides an unhappy example of the hard
ships which technological advance sometimes entails.
At Columbia Falls, The Anaconda Aluminum Company oper
ated its plant at capacity last year and in August announced
plans to increase capacity from 67,500 tons to 100,000 tons an
nually. Some 200 new jobs will result from this expansion.
As measured by value of production, petroleum is the state’s
number one mineral industry; over $75 million worth of crude
petroleum was produced in eastern Montana oil fields last year.
Yet the number of workers is approximately half that of the
metal mining and smelting industry and has changed very little
in recent years. Because of this, the industry has had little
influence on the state’s overall employment pattern.
For several years, the construction industry has been a source
of strength in the Montana economy. In 1963, a large amount
of commercial building plus record highway construction and
Yellowtail Dam kept industry employment high. Public con-
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struction will employ large numbers of workers again this
year, and many plans for new commercial buildings have al
ready been announced. It looks like another good year for this
industry.
The travel industry is also a “basic” Montana industry in
that it brings in money from out-of-state. Widespread efforts
to attract visitors to Montana’s centennial celebration should
benefit the great variety of establishments providing travel
facilities. Our visitors this year presumably will have more
money in their pockets and efforts to inform them of Montana’s
attractions and keep them here a little longer could pay off
handsomely.
This brief discussion indicates that, within the context of the
preceding national outlook, the immediate prospects for Mon
tana’s basic nonagricultural industries are for a fairly good
year, but a year of little expansion in terms of employment.
Thus our difficult long-range problem of providing a growing
number of job opportunities for Montana citizens is far from
solved.
Those industries providing consumer goods and services—
unless they are heavily dependent upon agricultural trade—
will benefit from relatively high employment in the basic in
dustries and, it is assumed, increased consumer spending as
the result of a tax reduction. The greatest uncertainty, of
course, is in agriculture, this year confronted with two unpre
dictable elements—weather and politics. It is possible that
gains in the nonagricultural sector could be offset in large part
by losses in agriculture. On the other hand, if farm prices do
not drop sharply and the weather cooperates reasonably well,
1964 will probably be a good year for most Montanans. As in
the nation as a whole, however, the unemployed will fail to
share in this prosperity. And, even more than the United
States, Montana has a long way to go before a satisfactory
economic growth rate is achieved.

This Business of Agriculture
PAUL B. BLOMGREN, Dean and Director
Bureau of Business and Economic Research
School of Business Administration
Montana State University, Missoula

For centuries the primary emphasis of those engaged in agri
culture has been on the process of production. There are a num
ber of reasons which can account for such an emphasis, the
most obvious being that production is where the real interest of
the operator lies. He is interested in working the land and see
ing a good crop or herd of livestock produced as the fruits of his
labor. Secondly, in many countries there has long been the
very real problem of producing enough to satisfy an expanding
population. In fact, at one time it was felt this was not only a
problem, but one with a very gloomy outlook. Population, it
was predicted, would outrun food supply with an eventual
result of wholesale starvation. While this is certainly still a
problem in many countries, the present forecast is not as dire as
once predicted.
Thus, by natural interest, and because of the need to produce
an adequate quantity, the farmer and rancher have concen
trated on production. There is still a production emphasis, but
upon a somewhat different aspect and for a different reason.
Quality and efficiency have become more important, and quan
tity (in terms of the need to produce larger amounts) has
become less important. The questions now have become how
to produce a better grade or variety of crop and how to do it
efficiently at a low unit cost. How can the rancher produce a
better animal which will more closely meet the market de
mands? How can this be accomplished by the most efficient
method in order to achieve a low unit cost?
The operator is still interested in working the land, but now
he must pay even closer attention to production in order to stay
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financially alive. It is not only a matter of interest, but one of
business necessity. Agricultural surpluses make marketing
what is produced a very real problem. Competition is ex
tremely keen and price tends to be highly volatile in the
absence of rigid controls. Efficiency in production must be
closely linked to the marketing problem if there are to be any
profits.
This problem is not peculiar to agriculture; it exists in almost
every industry. For example, manufacturing has experienced
a similar transition. The prime problem in manufacturing used
to be the production of a quantity adequate to supply consumer
desires. This is still true of a new type of commodity fresh on
the market. However, even the manufacturer of a new product
soon learns what the old hands already know. The problem is
to sell what has been manufactured. Here again, the emphasis
in the productive process becomes one of efficiency.
For manufacturing, mass production with the assembly line
technique not only made larger output possible, it also was
more efficient and tended to keep unit costs low. Other tech
niques were devised aimed at production efficiency and control
of unit cost. Firms expanded, integrated and diversified lines,
seeking more efficient size and type of operation.
Technological changes have also been taking place in agri
culture as operators sought more efficient, low unit cost pro
duction. One change has been an increase in the average size
of the operating unit, accompanied by a decrease in the number
of farming and ranching units. Here the search has been for a
more efficient size unit. This change is illustrated in Table 1
which gives the number and average size of farms in the United
States for a series of years from 1930-1959. Similar data for
Montana are presented for purposes of comparison.
One advantage of the larger unit, which tends to make pos
sible more efficiency and low unit cost, is its ability to utilize
mechanization. This increase in mechanization is basically the
substitution of capital equipment for labor in the productive
process. This change is illustrated in Tables 2 and 3 which give
figures on the decline in agricultural employment and the in
crease in capital equipment.
The processes of increasing size of unit and mechanization
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TABLE 1
NUMBER AND AVERAGE SIZE OF FARMS,' UNITED STATES
AND MONTANA, 1930-1959
United States
Montana
Number
Size
Number
Size
(acres)
(acres)
1959 ------------------------------ 3,703,894
302.4
28,959
2,212.8
1954
4,782,416
242.2
33,061
1,859.3
1950 ..............
.5,382,162
215.3
35,085
1,688.7
1945
5,859,169
194.8
37,747
1,557.4
1940
.6,096,799
174.0
41,823
1,110.7
1935
6,812,350
154.8
50,564
939.6
*930
6,388,648
156.9
47,495
940.3
Includes farms and ranches.
Source: U. S. Department of Commerce, Bureau of the Census, United
States Census of Agriculture, General Report: Statistics by Subject,
Volume III, 1935; Volume II, 1945, 1954, 1959.
^ ear

are interrelated. Mechanization makes it possible for fewer
individuals to produce a considerably larger volume of output
than the same number could before. Thus a few can handle a
much larger size unit. However, machinery and equipment
require a relatively large capital outlay, and the operator can
not afford to let the equipment lie idle any more than abso
lutely necessary. The heavy reliance on capital equipment tends
to increase the proportion of fixed costs associated with the pro
duction process. For this reason it becomes necessary to have
a fairly large volume in order to spread the total fixed cost
oyer many units, and hence keep unit costs down. Thus mecha
nization makes feasible the operation of larger units, but it also
makes large units necessary in order to achieve the volume
required to efficiently utilize the equipment. The effort has
been to find that combination of unit size and capital equip
ment which will operate most efficiently.
The agricultural market is highly competitive and price is
subject to rather radical fluctuations. The high proportion of
fixed costs places a real premium on efficiency in production
in this type of market situation, and therefore the operators’
concern with production is not just a m atter of interest and
tradition, but is also a business necessity as well.
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TABLE 2
AGRICULTURAL EMPLOYMENT, UNITED STATES AND
MONTANA, 1950-1962

(thousands of workers)
United States
Montana
Family
Hired
Total
Year
Total
Employment
Workers'
Workers
1962 __ ______ 6,700
12
48
36
1961 ................. 6,919
49
37
12
1960 .................. 7,057
50
37
13
1959 .................. 7,342
51
38
13
1958 _________7,525
53
39
14
1957 _________7,577
54
39
15
1956 ........... ...... 7,820
56
42
14
1955 ____ ____ 8,364
55
41
14
1954 ______ ___8,639
59
43
16
1953 ___ ______ 8,864
60
45
15
1952 .................. 9,149
61
45
16
1951 _________9,546
62
45
17
1950 - _______ 9,926
64
48
16
'Includes all farm operators who did any work and members of oper
ators’ families who worked 15 hours or more per week without pay.
Source: U. S. Department of Agriculture, Statistical Reporting Service,
Farm Labor, March 11, 1963, Agricultural Statistics, 1959, and Farm
Employment, Statistical Bulletin No. 236, September, 1958.

Industrial operators have learned a lesson which many agri
cultural operators have been relatively slow to recognize. The
important consideration is the overall management of the en
terprise in each of its aspects. Attention cannot be devoted to
production to the exclusion of other aspects of the enterprise,
or efficiency will definitely suffer. The agricultural operator
is in fact operating a business, just as the manager of a manu
facturing plant, wholesale business, or retail outlet are doing.
He must become a business manager, concerned with all aspects
of the business.
As previously indicated, marketing is one phase of the agri
cultural business which is extremely important. Most farmers
and ranchers have already recognized this fact. However, they
think of it in terms of finding a market or in terms of channels
of distribution. In general they miss the fact that there are
definitely production ramifications to the marketing problem.
A good example is apparent in the marketing of beef cattle. On
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a recent program, “The Changing World of Beef/’1 Mr. Cecil
Hellbusch, livestock consultant for Safeway Stores, Inc., ex
plained that consumer tastes in beef have changed over the
last decade. He pointed out that the consumer wants a cut
with less fat. Anyone who takes the time to stand next to a
meat counter in the supermarket can check the validity of his
statement by watching what the housewife chooses. In addi
tion, Mr. Hellbusch also pointed out that increasingly competi
tive conditions in the retailing of beef make it necessary to
have a carcass with the highest cutability it is possible to ob
tain. He then concluded by making the point that the retailers,
who constitute the volume market for cattle, were therefore
demanding a lighter carcass than they did ten years ago. Any
one who has followed the market for fed cattle is well aware
of what this has done to the size of the market for heavy steers.
The preference is for fed cattle that will grade at around 1,000
pounds.
This demand is reflected back to the feedlot operator. He is
looking for a lighter animal to put on feed. True, he used to
look for such an animal in order to increase his profit, and un
fortunately many feedlot operators “cried wolf” at that time.
However, consumer demand has caught up with the situation
and now it is not a matter of increasing profit, it is a matter of
staying in business. It is an unfortunate circumstance that
many feeders “cried wolf” before this point was reached so that
now many cattle ranchers don’t believe them. However, if the
rancher will take the trouble to investigate consumer demand
for himself he will observe that changes have taken place.
There are production ramifications of this change for cattle
raisers and breeders. In the end it is the consumer who will
call the tune. If beef producers expect to maintain their promi
nent lead in meat consumption*2 they will have to produce what
the market wants.
Sponsored by: The Agricultural Committee of the Montana Chamber
of Commerce, The Montana Stockgrowers Association, The Montana
Feed Manufacturers and Dealers Association, The Montana Cattle
Feeders Association, and The Montana Livestock Markets Association.
^Estimated per capita consumption of beef for 1962 is 89.1 pounds The
closest competition is pork, 63.9 pounds. Source: U.S. Bureau of the
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Many ranchers and feeders, particularly midwest feeders,
have been fighting recent price declines by holding cattle and
waiting for price to increase. The result has been a doublebarreled mistake. The extra weight put on has resulted in what
might be called a phantom herd, in terms of extra pounds of
beef. The result has also been too fat cattle. Individual animals
which are too heavy, plus too many total pounds of beef, have
both further depressed price.
The point to this extended example is a rather simple one.
Individuals engaged in agriculture must be concerned with
marketing. That concern cannot extend only to the immediate
problem of disposal, but must reach all the way to consumer
demand, its characteristics and trends. Moreover, the producer
should familiarize himself with the situation rather than take
the word of the man to whom he sells.
Another aspect of business management is not commonly
recognized by the agricultural operator. With the increased
size of the unit, even though total agricultural employment has
declined, the operator is more of a personnel manager today
than he has ever been. He can’t do all the work himself; he
can t even supervise it all himself. Moreover, today he must fre
quently deal with many more types of personnel than he used
to. This is an age of specialists and the operator frequently
must use such personnel. The accountant is a vital necessity
to the manager, important in the preparation of tax returns
and any number of tax matters. The tax implications of a par
ticular course of action increasingly tend to determine whether
or not this action is economically feasible. Information on costs
is vitally important to the manager if he is to achieve effective
cost control. The relative cost of different courses of action
must be studied before the operator can determine which is
economically more feasible. Cost control is the key to efficient
operation and the accountant plays an important role in this
process. Other specialists, such as marketing specialists and
attorneys, are equally important to the operation of a modern
agricultural enterprise. The manager must know enough about
all of these areas to be able to recognize when the help of
Census. Statistical Abstract of the United States, 1962, “Apparent
civilian Per Capita Consumption of Major Food Commodities.”
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specialists is necessary, and to be able to deal with them ade
quately. He also needs enough skill in personnel administration
to deal adequately with his own labor force. The advent of
unions, shorter hours and a shorter work week, fringe benefits
and many similar developments in industry affect agricultural
labor because the agricultural manager must compete in the
general labor market for his personnel. Farm and ranch oper
ators frequently complain that “we can’t hire good help any
more, they have all gone over to industry.” The operator who
hasn’t asked himself why, and what this means to his operation,
is in trouble.
Another extremely important aspect of business management
in the agricultural enterprise is financial management. In
many cases the land has been passed down from generation to
generation, and the present operator has not been compelled
to make a major financial investment in order to acquire the
land. However, as he acquires other units, in order to increase
the size of his original farm or ranch, a major financial invest
ment is necessary. As he moves more and more into the use of
machinery, major financial commitments must be made. Under
these circumstances the manager must have an understanding
of finance. He must know the sources of financing, understand
different types and terms of loans, and should become familiar
with interest rates. He can no longer rely only upon the tra
ditional short-term financing which he has utilized for tempo
rary operating funds. He must also understand the require
ments of different methods of financing before he tries to
obtain the funds he needs. The agricultural operator is truly
a financial manager, just as he is a production, personnel and
marketing manager. Any lending agency will be very con
cerned with his ability as a businessman in all of these areas
before approving a loan.
The agricultural operator must also be concerned with the
organization of his enterprise if for no other reason than the
matter of inheritance. The tax consequences of passing a large
farm or ranch from generation to generation by the traditional
method have become quite severe. By working with attorneys
and accountants, many managers have been able to minimize
the severity of these consequences. Those who have not done
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so are ignoring one of the vital aspects of their business.
The operator must also familiarize himself with agricultural
policy, particularly on the national level. Quite apart from
whether or not a particular wheat rancher is in favor of a
specific subsidy program, he must understand it and the effects
it will have; he should also understand alternative policies. He
may have to vote on the program directly; certainly he will
pass on it indirectly when he elects representatives to Congress.
No agricultural operator today can afford to be uninformed
about the consequences of various governmental agricultural
policies. These policies will directly affect him, his prices and
markets. His voice and vote will count in establishing the trend
and in specific policies. His actions should be based upon study
and reason in order to avoid unsound policies.
The operator of an agricultural enterprise can no longer af
ford to be production oriented. He is first and foremost a
business administrator. He must be concerned with the effi
cient operation of the business in all of its aspects. This does
not mean that he should or can ignore production. He must be
concerned with more efficient use of the tools of production;
must seek new ways to organize the productive process and
new methods of production in order to remain as efficient as
possible. But he must also be adept in marketing, personnel
management, finance and all aspects of the operation. These
are the characteristics of the business administrator. The agri
cultural operator had better be a business administrator as well
as a farmer or rancher, or he will he bankrupt.

An Economist Views Communism
JAMES R. LEONARD
Assistant Professor of Economics
The Ohio State University

INTRODUCTION
It is not the purpose of this article to burden the reader with
voluminous facts about the Soviet Union, Communist China,
and the other communist nations of the world. Rather, this
article represents an attempt to emphasize and analyze the
major components of the economic theory which is an integral
part of communist doctrine.
The promises of communist doctrine are both persuasive
and appealing. Communist doctrine promises a near perfect
world in which all persons share equally in the distribution
of the fruits of human labor. Further, it promises that com
munist economic organization will assure that those fruits
will be abundant.
Communist doctrine claims to provide the solution to the
riddle of how human society develops. Within the framework
of communist thought, capitalism is merely a phase in the
progress of man. The nation which accepts capitalism in
preference to communism is only postponing its own destiny.
The end result of human development will be the communist
society.
This promise is heady fare, indeed, for those nations of
the world which have just awakened to find themselves left
centuries behind by the main stream of human history. Can
anyone doubt the great appeal of communist doctrine to those
nations? Not only does communism appear to provide the
solution to the great problem of poverty which confronts those
nations, but it also appears to provide a means by which
they may catch, and then bypass, the great industrial nations
of the capitalist world.
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If we are to successfully discredit the promises of com
munism before the uncommitted nations of the world, it is
absolutely essential that we understand the theoretical prem
ises from which the promises are derived. Emotional out
pourings simply will not be sufficient to counteract the effects
of communist promises. Our answer to communism must be
a rational response based on a complete understanding of
communist doctrine.
Because other authors in this series are discussing the his
torical, social, and political aspects of communist doctrine, our
discussion here will be confined to communist economic
theory. In Part II of this article, the basic elements of com
munist economic theory will be outlined. Part III will be
devoted to a critical analysis of the theory.

COMMUNIST ECONOMIC THEORY

The Contributions of Karl Marx
In 1848 the tide of revolution appeared to threaten all of
Europe. In the midst of the riots which were occurring in
Germany, France, Austria, Italy, and Belgium suddenly
appeared a pamphlet urging the working classes on to a
complete forcible overthrow of the old regimes. “The Pro
letarians,” it stated, “have nothing to lose but their chains.
They have a world to win.” Thus the Communist Manifesto
called the working classes of Europe to arms. But Europe was
not ready for revolution. The riots and uprisings had been
undisciplined, without goals, and often without leaders. The
disturbances had been the result of pent up frustrations and
despair, and not the result of an overt desire to completely
restructure society. Reform, not revolution, motivated the
masses.
If the authors of the Communist Manifesto, Karl Marx and
Friedrich Engels, were disappointed when revolution failed to
engulf Europe, they did not despair. For while the Manifesto
contained stirring slogans and appeals for force to stimulate
revolution, it also contained a philosophy of history which
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predicted an inevitable communist victory in the struggle
between the working and the ruling classes. The rioters of
1848 were not merely invited to join in the reorganization of
society according to an idealized concept of how society should
be organized; instead they were invited to climb aboard the
band wagon of history—for the new organization of society was
preordained. If 1848 were not the time of communist victory,
then it would come later—but it would come.
The philosophy of history which allowed Marx and Engels
to predict the inevitable dominance of communism was based
on the concept of dialectical materialism. The dialectic portion
of this concept conceives the world to be in a constant state of
change. The materialism portion of the concept reflects the
Marx-Engels conviction that the only reality is the world
which we see, feel, hear, taste, and smell. Dialectical material
ism, therefore, is the doctrine that the material world, which
is the only world, is in a constant state of change.
Historical materialism is the theory of history which re
sulted from the Marxian application of dialectical materialism
as a tool to discover the laws of the development of human
society. According to the theory, all societies are built on
economic foundations. The basic problem of any society is
to provide a livelihood for its members. An economic organ
ization must exist to clothe and feed them. The economic
organization which the society chooses to meet these basic
material needs is determined by the techniques, or modes, of
production which are available to the society.
On top of the economic foundations of a society, a super
structure of non-economic activity and thought is constructed.
Social relationships, government, religion, and philosophy must
be designed to hold the society together. This superstructure,
however, must necessarily be related to the economic founda
tion. The superstructure containing the legal, religious, and
social framework of a nomadic hunting and gathering society
obviously could not serve a sedentary agricultural society.
Thus, given the economic foundation of a society, a unique
superstructure of ideas and institutions must develop from
that foundation.
Historical materialismy however, is more than a theory which
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relates human activities to the techniques of production. It
is also a theory of change. Further, it is a theory of change
which predicts that human society will rise to higher and
higher levels of development. Because of inventions and dis
coveries, the economic foundation of society is not static. The
processes and techniques of production must necessarily
change over a period of time. As the mode of production
changes, the noneconomic superstructure of society must also
change to become compatible with the new economic founda
tion. While the change of the economic foundations of society
is brought about by the means of new inventions and dis
coveries, the noneconomic superstructure changes by means
of the class struggle.
The class struggle must occur in the Marxian world because,
given any set of economic foundations, the superstructure
associated with those foundations would be dominated by
the class which controls the means of production. In a feudal
society, for instance, the lords would dominate because of
their economic role. In a capitalist society, the capitalists
would dominate; and in a socialist society, the workers would
rule. The class struggle occurs because the ruling class then
in power attempts to maintain its dominance even though
changes in the economic foundation, upon which its supremacy
is based, demand that its position be abolished. From the class
struggle a new social structure compatible with the new
economic foundation of society will eventually emerge.
The process of change which is predicted by historical
materialism results in higher and higher levels of human de
velopment. It continues until the mode of production provides
an economic foundation which demands the dominance of a
class which includes all members of the society. Because only
one class will exist at that stage of development, the society
will, in effect, be a classless society. This classless society is,
of course, a communist society.
It is an ironic fact that Marx regarded the capitalist society
of the mid-19th century to be the highest form of human
organization at that time. But capitalism would, of course,
eventually pass, to be replaced by, first, socialism, and then
communism. After the Manifesto and the development of the
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theory of historical materialism, Marx turned his attention to
the specific processes by which capitalism would evolve into
socialism.
While the Marxian conclusion that capitalism must eventu
ally collapse appeared in the Manifesto and other works, it
was in a laboriously written, three volume book entitled Das
Kapital, or Capital, that Marx attempted to supply the missing
“proof” for his conclusion. This monumental work was pub
lished in 1865.
The technique which Marx chose to give “proof” to his con
clusion was a completely deductive theory of the nature and
internal operations of the capitalist economy. To start with,
Marx constructed th e ' purest capitalist world imaginable,
abstracting from it all the defects and frictions which exist
in the real world. If it were possible to demonstrate that the
most perfect of capitalist systems would breed the elements
of its own destruction, Marx reasoned, then it would be easy
to show that the imperfect capitalism of the real world could
not survive.
In the capitalist world of Karl Marx there are no trade
unions, no monopolies, and no preferred prices. All commodi
ties are bought and sold at prices which reflect their true value.
In this perfect capitalist world, the value of commodities is
determined by the amount of labor which is embodied within
them. Thus if six hours of labor are required to make a pair of
shoes, and if three hours of labor are required to make a shirt,
then shoes will sell at exactly twice the price of shirts. In
determining the amount of labor embodied within a com
modity, we need not just consider direct labor; the labor may
be embodied in machines first, and then transformed into
other commodities.
Two major social classes inhabit this Marxian world: capi
talists and workers. The capitalist owns the techniques and
machines of production. The worker owns a unique com
modity, labor-power, which he sells to the capitalist.
If in this perfect capitalist world, all commodities are bought
and sold at prices reflecting their true value, we may wonder
how profits can exist. Certainly, we cannot have capitalism
without profits! Marx resolves this dilemma by considering
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the value of the unique commodity which is owned by workers
labor-power. What is the value of labor-power in a world
in which the value of all commodities is determined by the
labor required to produce them? The answer is, of course,
that the value of labor-power is determined by the amount
of labor which is required to produce labor-power. Because
labor-power is embodied within the worker, then the amount
of labor which is required to sustain the worker in good
health is the value of his labor-power. Thus, if six hours
of labor per day are required to produce enough commodities
to sustain the worker, then, the value of the worker’s labor
power is six hours of labor. The capitalist is obliged to pay
the worker the value of his labor-power. After all, in this
perfect world all commodities are traded at their true value.
However, it is possible for the worker to produce more than
the value of his labor-power if he can be induced to work
longer than six hours each day. In other words, the worker
may produce a surplus value.
By paying the worker a wage which is the equivalent of the
value of the commodities produced by six hours of labor the
capitalist is paying the worker the true value of his laborpower. If, however, he forces the worker to work twelve
hours in order to receive six hours of pay, then, the worker
is producing six hours of surplus value. It is from this surplus
value that the capitalist obtains his profits. The reason that
the capitalist may force workers to produce surplus value
is that the capitalist owns the means of production. Workers
who do not agree to work twelve hours, say, for six hours
pay are simply denied the opportunity to work at all. It is
the taking of surplus value by the capitalist which Marx
regards as “exploitation.”
Now that we have the components of this theoretical capi
talist world, let us set it into motion. To begin with, all
capitalists are in competition with one another, but they are
making profits. From the profits he takes, each capitalist
attempts to expand his output at the expense of his com
petitors. Expansion can only take place, however, by hiring
more labor. Because all capitalists are attempting to expand,
t ey bid up the price of labor. This, of course, results in a
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situation in which the wages of labor become greater than
the value of labor-power. Surplus value, and profits, begin to
fall. The capitalist finds that on the one hand, he must expand
his output because of competition. On the other hand, by the
very process of expansion, he is sacrificing his profits. At this
point Marx comes to the aid of his faltering capitalist. The
capitalist, he says, will attempt to save himself by introducing
laborsaving machinery.
The technological process allows new machinery to be in
vented which will increase the productivity of labor. If an
individual capitalist can introduce these improvements before
his competitors in the industry, he can increase his output
(and his profits) without causing a lower price in the market.
The labor-saving machinery allows him to send part of his
work force back to the streets. The problem is, of course, that
all of his competitors soon follow his lead. They will utilize
the laborsaving machinery to reduce their work force and to
increase their outputs. When all the capitalists are engaged
in this process, no benefits accrue to any of them. The net
result is that prices fall as a result of increased output; and,
worse still, by replacing labor with machines, the capitalists
are destroying the opportunity to collect surplus value from
labor—the very source of their profits. As one author describes
the process:
He (the capitalist) is only obeying his impulse to accumu
late and try to stay abreast of his competitors. As his wages
rise, he must introduce laborsaving machinery to cut his
costs and rescue his profit margin — if he does not, his
neighbor will. But since he must substitute machinery for
labor, he must narrow the base out of which he gleans his
profits. It is a kind of Greek drama where men go willynilly to their fate, and in which they unwittingly cooperate
to bring about their own destruction.1

As profits grow smaller, each capitalist increases his efforts
to install laborsaving machinery. But since all capitalists are
doing the same thing, the ratio of labor to output continues to
fall. Eventually, profits will fall so low that production is
'R. L. Heilbroner, The Worldly Philosophers, Simon and Schuster (New
York: 1953) pp. 151-152.
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not profitable at all. Further, the displacement of labor in
favor of machines has reduced the capacity of the economy
to consume. The unemployed workers have no incomes from
which to purchase the output of the economy. Capitalists now
find that they are accumulating unwanted inventories. As
they dump these excess inventories on the market, the smaller
firms, unable to compete with the larger firms, are forced out
of business. A period of crisis and depression settles on the
economy.
Once the system has entered into the period of crisis, it be
comes possible for the surviving firms to pick up machinery
of bankrupt firms at bargain prices. Also, because of the large
number of unemployed, it is now possible for surviving firms to
hire labor at a subsistence wage. The economy begins to
recover as surplus value reappears. The net result, however,
has been to reduce the number of firms, to allow the firms
surviving to grow larger, and to leave a large group of workers
unemployed. The ranks of the working class have been swollen
by the small capitalists who were unable to weather the crisis.
But if the system has partially recovered, the recovery is
to be short-lived. It is only a matter of time until the same
pressures which led to the initial crisis are recreated. The
capitalist system will pass from one crisis to another. The
number of firms will be constantly reduced and the size of
the remaining firms will be constantly increased. When these
large firms begin to fall, the results will be even more spec
tacular. The working class, and the number of unemployed,
will become larger with each successive crisis. The end is
now in sight. Suffering becomes commonplace among the
working classes. Finally, because of their misery, the working
classes arise to expropriate the exploiters. The system has
collapsed as a result of its own weight. It falls, as a rotten
apple falls from a tree.
Starting from perfection, Marx demonstrated how the capi
talist system would generate imperfections, and the means of
its own collapse. On the basis of this theoretical analysis of
capitalism, Marx reached a number of conclusions about the
forces which would combine to assure its destruction.
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1. The doctrine of increasing misery of the working classes. 1
The most outstanding characteristic of capitalism, in the
Marxian definition, is the need of the capitalist to accumulate ]
wealth. The capitalist must accumulate, or else be accumu
lated, by his competitors. Thus, Marx reasoned:
• • • the lot of the laborer, be his payment high or low, must
grow worse. Accumulation of wealth at one pole is . . .
at the same time accumulation of misery, agony of toil,
slavery, ignorance, brutality, mental degradation, at the
opposite pole.2

:
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As the capitalists gobble up one another, the resulting con
centration of wealth in the hands of a few will necessarily
increase their dominance over the masses. Such increased
domination must be accompanied by increased efforts to
exploit the masses.
2. The doctrine of the industrial reserve army of the un
employed. As the amount of laborsaving machinery used by
the capitalists increases in relation to the total output of the
economy, the number of workers available for employment
increases more rapidly than the number of opportunities for
employment. Thus arises the industrial reserve army of the
unemployed. It is because of this increasing pool of the un
employed that the capitalists are able to hold wages at the
subsistence level. It is also because of the increasing reserve
army of unemployed that the misery of the working classes is
increasing.
3. The law of the falling rate of profit. Marx argued that
under conditions of increasing capitalist accumulation the
rate of surplus value, or profits, would fall. Direct labor,
remember, is the only source of surplus value. As the amount
of machinery is increased relative to total output, the ratio
of surplus value to total capital (expenditures for labor and
machinery) would decrease.
4. The theory of capitalist crises. Depressions, or crises, gen
erated by the capitalist system are a major factor contributing
TCarl Marx, Capital, Vol. 1, Modern Library (New York: 1929) p. 708.
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to the collapse of the system. These crises are caused by the
falling rate of profit, and by drops in consumption resulting
from the growing number of unemployed workers.
In a general summary of the Marxian theory of capitalism,
then, we find that Marx deduced that the capitalist system
is to be destroyed by forces which are a product of the system
itself. This deduction is based on the following reasoning: The
extortion of surplus value from workers by capitalists who
have a monopoly ownership of the means of production allows
capitalists to utilize profits to accumulate factories and
machinery to increase the productive capacity of the economy.
But the accumulation, in turn, creates unemployment and a
situation of decreasing profits. Unemployment and decreasing
profits lead to the series of economic crises which will eventu
ally destroy the system.
Perhaps the most interesting aspect of the Marxian contribu
tion to communist doctrine, and theory, is the small amount he
had to say about the economic systems which were to be the
successors of capitalism. With the exception of a few passages
in the Manifesto, and some of his personal correspondence with
other socialists, almost all of Marx’s writing was concerned
with denouncing capitalism. It is possible that Marx was
merely reacting to the rather detailed descriptions of ideal
societies presented by earlier socialist writers for whom he
had little respect. In any case, the burden of providing a de
tailed account of the components of socialist and communist
societies was, for the most part, passed along to future writers.
Before we leave Marx, however, we should mention that
Marx regarded the state as a tool used by a ruling class to
hold the dominated classes in subjection. After the fall of
capitalism, for a short period the proletariat, or working class,
would be the ruling class. The dictatorship of the proletariat
would in itself, however, constitute the transition to a classless
society. That is, in time all members of society would become
members of the proletariat. At that point a classless society
would exist, and the only true reason for the existence of the
state would disappear.

66

MONTANA BUSINESS QUARTERLY

The Contributions of Lenin
Vladimir Ilyich Ulyanov, better known as Lenin, was the
Russian revolutionary who is credited by the Soviet Union as
the co-founder of Marxism-Leninism. Lenin built on the
theoretical foundations provided by Marx. In addition, be
cause of the Russian revolution, he was forced to deal with
the practical problems of heading a socialist state.
Continuing the Marxian analysis of capitalism, Lenin said
that at the turn of the 20th century capitalism had reached a
stage which could be termed monopoly capitalism. Production
was concentrated in a relatively small number of firms which
had grown to huge size; and finance and credit were in
the control of a financial oligarchy. Yet, the rate of profits,
and the level of employment, remained quite high. The reason
for this apparent contradiction of Marxian predictions, accord
ing to Lenin, was imperialism.
Imperialism is characterized by the export of capital from
the highly developed countries to the backward countries.
Whereas, in the Marxian world, .accumulation results in
bidding up wages and the reduction of profits, in the real
world the capitalists are able to avoid this situation by expanding to the underdeveloped countries where land, labor, and
raw materials are abundant. In other words, instead of ex
panding at home until the pressure on the labor supply forces
the wage of labor up beyond the true value of labor, the
capitalist may expand abroad. Also, the underdeveloped coun
tries would provide markets for the commodities which the
developed countries produced.
A major result of this situation, as seen by Lenin, was that
the workers of the capitalist nations were, to some degree,
corrupted by being allowed to share in a part of the profits
which were the product of the capitalist exploitation of workers
in the underdeveloped countries. Unlike some of the Marxists
who accepted the Marxian conclusion that capitalism would
destroy itself, and who were, therefore, prepared to wait,
Lenin advocated immediate and violent revolution. Such revo
lution, however, would not be forthcoming so long as the
workers in the capitalist countries allowed themselves to be
bribed and deceived.
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In Lenin’s view, the partition of the world between the de
veloped capitalist nations was complete. The only way any
one of them could increase the foreign areas in which it could
expand was to encroach upon areas held by other developed
nations. This, of course, would lead to imperialistic wars be
tween the capitalist nations.
In addition to explaining the process by which capitalism
had postponed its inevitable fate, Lenin also considered the
nature of the society which would supplant capitalism. He
rejected the Marxist notion that the period of proletarian
dictatorship would be relatively short. The defenders of capi
talist institutions would not give up easily, and thus the dic
tatorship of the proletariat must be severe. The self discipline,
and attitudes, which are necessary for the highest form of
communism must be developed under the direction of armed
workers. Eventually, the observation of the rules of “social
life,” as enforced by the proletariat, would become habit. At
that time, the way would be open to allow the society to pro
gress to true communism.

The Contributions of Joseph Stalin
Stalin possessed very few of the scholarly qualities of Marx
and Lenin. For the most part, he was interested in justifying
the actions which he had taken as absolute dictator of the
Soviet Union in terms of communist doctrine. His major work,
then, represents an attempt to reconcile communist doctrine
with the development of the Soviet Union. (While Stalin’s
Soviet successors have felt no obligation to abide by Stalin’s
dogma, it still must be regarded as an important part of com
munist ideology.)
The contribution of Stalin may be expressed as a number of
economic propositions. Because of his position in the com
munist world, Stalin felt no need to buttress his propositions
with rational arguments or objective evidence. Also, to a
large extent, they were intended to serve communist propa
ganda goals.3 Some of these propositions are as follows:
3H. Schwartz, Russia’s Soviet Economy, Prentice Hall (New York: 1954)
pp. 93-95.
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1. The basic law of capitalism is to obtain the highest maxi
mum profits through the exploitation of the majority of the
population in the capitalist countries, through the exploitation
of peoples in the underdeveloped countries, and through the
militarization of the national economies of the capitalist coun
tries. The basic law of socialism, however, is to assure the
maximum satisfaction of the whole populations of the socialist
countries through the growth of production.
2. Three basic conditions must exist in order for the socialist
countries to progress to the highest form of communism. First,
there must be a high rate of economic growth and a high level
of production. Second, all privately owned productive property
must be converted into state owned property. Third, the
socialist countries must achieve a high level of cultural de
velopment in order to allow the abilities of the individual
citizen to be expanded to their full capacity.
3. The division of the world into communist and noncommu
nist countries, as a result of World War II, will serve to in
tensify the crises through which the capitalist countries must
pass on the route to socialism. This division has caused the
loss of a large proportion of possible markets which the capi
talist countries must have in order to postpone their destiny.
Further, because of narrower markets, the likelihood of war
between the capitalist nations is increased as they compete for
the domination of underdeveloped areas.
While the discussion of communist economic theory in this
section is by no means complete, it should be adequate to
allow us to evaluate the critical components of the theory. It
is to this task that we devote the discussion of the following
section.

CRITIQUE OF
COMMUNIST ECONOMIC THEORY

The Marxian Analysis of Capitalism
All economic theories, including communist economic theory,
must be evaluated in terms of how well they measure up to
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three basic tests. First, the theory must be internally con
sistent. That is, the assumptions of the theory must not con
tradict one another. Second, the conclusions of the theory must
logically follow from the assumptions of the theory. Third, the
conclusions of the theory must result in accurate predictions.
Keeping these three tests in mind, let us now turn to an
evaluation of communist economic theory.
In regard to the Marxian theory of historical materialism, we
may wonder how Marx arrived at the conclusion that the com
munist society is to be the end result in the development of
human organization. Even if we allow that historical material
ism explains the processes by which society changes, there is
no reason for us to accept the conclusion that these changes
will produce a communist society at all. And, even if a true
communist society is eventually attained, one might further
suppose that new forces could evolve which would produce
even more “advanced” forms of human organization at some
later time.
One of the most interesting aspects of contemporary com
munism is that none of the nations of the world which sub
scribe to communist ideology followed the pattern of develop
ment which is predicted by historical materialism. In fact, all
of these countries are to some degree technologically less ad
vanced than the capitalist countries. Socialist revolution has
not occurred in any highly developed country. It may be
argued, of course, that the socialist nations of the world are
attempting to bypass industrial capitalism in favor of the more
advanced form of economic organization. In one sense, to the
degree that they are successful in developing their economies
by means other than a free enterprise system, they are actually
refuting a tenet of communist doctrine. In particular, they
are casting doubt on the conclusion that unalterable laws of
human development exist. While historical materialism does
undoubtedly highlight some of the more important factors in
volved in the change of human society, it is not a wholly satis
factory theory.
Let us now consider the Marxian conclusions about the
forces which will lead to the destruction of capitalism. First,
the Marxian argument that the working classes will suffer
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increasing misery in the capitalist countries seems a bit strange
in terms of the constantly increasing living standard which is
characteristic of all contemporary capitalist economies. Lenin,
of course, attempted to explain this phenomenon by arguing
that the workers of the capitalist countries are sharing the
ill-gotten gains of capitalists which come from the exploitation
of labor in the underdeveloped countries.
On the surface, the Lenin argument appears to be quite
convincing. One cannot question the fact that the colonial
powers did increase their wealth at the expense of their
colonies. But the wealthiest capitalist country in the world
today, except for a relatively short period at the turn of the
century, has never really been an imperialist nation. While it
would not be correct to argue that the United States has not,
and is not, engaged in some degree of exploitation of under
developed countries, it certainly would not be possible to
argue that such exploitation is very significant relative to other
economic activity. Further, as a matter of declared policy, the
United States has denounced colonialism. It is also apparent
that the working classes of the other capitalist nations of the
world have been enjoying unprecedented increases in their
standards of living during a period in which most of the
developed countries are cutting their colonial ties with the
underdeveloped countries. It is also interesting to note that
the best markets of the capitalist countries are not the under
developed countries, but, rather, other capitalist nations.
In regard to the industrial reserve army of the unemployed,
it is certainly true that capitalism has been characterized by
periods in which large numbers of workers have been unable
to find jobs. In forecasting that the reserve army would cause
wages to be held to the subsistence level, however, Marx did
not take into account the development of powerful trade
unions, and such institutional factors as unemployment in
surance. Further, it is apparent that, given adequate rates of
economic growth in capitalist countries, a condition of full
employment can probably be maintained. The current problem
of technological unemployment in the United States may
appear, at first glance, to be the manifestation of Marxian
predictions. Upon closer examination, however, we see that
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technological unemployment is a product of an unfortunate
distribution of skills among the labor force, rather than a lack
of employment opportunities. In capitalist societies, employ
ment opportunities are dependent upon the economic growth
rate.
The rate of profits in capitalist societies is also determined
by the rate of economic growth. Virtually all of the economic
thinkers who have studied capitalism have predicted falling
profit rates in a static capitalist economy. Marx was hardly
original in regard to this prediction, and he did not allow for
continuing growth rates.
The Marxian promise of successive economic crises has ap
peared, from time to time, to be one of the strongest points
of communist doctrine. It should be recognized that Marx was
one of the first writers to emphasize some of the major factors
contributing to capitalist business cycles. Also, on the basis of
the severe depressions which capitalist societies have suffered,
it has from time to time appeared conceivable that capitalism
could be destroyed by such traumatic shocks. In recent years,
however, our understanding of the capitalist economic system
has increased tremendously. Most economists would agree
that with our increased knowledge and the new use of the
tools of fiscal and monetary policy severe depressions can
probably be deterred in the future. These same tools may be
utilized to assure that capitalist economies grow at a suf
ficiently rapid rate to allow full employment and high rates
of profit.
In a final evaluation of the Marxian analysis of capitalism,
we must conclude that Marx pointed out some of the most
serious defects in the system. But none of these defects need
necessarily lead to the destruction of capitalism.

Problems of Socialism
According to communist doctrine, socialism (the first phase
of communism) is to be the successor of capitalism. This is to
be a period in which the complete control of the means of
production is to be assumed by the state. The state, in turn,
is to take over complete control of the working classes. Pro-
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duction is to be planned to assure maximum economic growth
and output.
Interestingly enough, even Lenin was amazed to learn of
the great complexity of such a simple economic system as
existed in Russia at the time of the revolution. The problems
of economic planning are immense. Each element within an
economic system is dependent on all other elements of the
system.
The major advantage of the free enterprise system is that
it is self-regulating. No single individual, or agency, is re
sponsible for decisions which determine what is to be pro
duced, how the product is to be produced, or how the product
is to be distributed. These decisions are made by means of a
mechanism which involves every person in the society. If,
for instance, consumers suddenly desire more of some product
than is currently being produced, they will compete with one
another for the limited supplies. The result of this competition
is that the price of the product will be bid up. The increasing
prices signal producers that more of the product is needed.
Because of the possibility of profits, due to the increased prices,
they will quickly increase production. By the same token,
the decision of consumers to consume less of a product results
in price decreases. Producers are made aware of this decision
by the price mechanism, and shift production to commodities
for which the demand is increasing.
In a planned economy which does not allow decisions to be
made by consumers, the decisions must be made by a planning
authority. The burden on the planning authority is tremendous.
While there is no question that central planning can be ex
tremely effective in increasing production in a few specific
areas, there is a question as to its efficiency in providing
goods for the entire economy. One example of this particular
problem is presently illustrated by the Soviet Union. The
planning authorities, in concentrating on heavy industry,
neglected agricultural output. Currently, the whole economy
of the Soviet Union is slowed in its development because of
this error.
Perhaps the most important feature of completely centralized
economic planning is the degree of control which the state

AN ECONOMIST VIEWS COMMUNISM

73

must assert over the society. If central planning is to work
at all, the decisions of the planning authorities must be en
forced. This demands, of course, the establishment of a state
police force. Further, because of the importance of the economic
aspects of life, virtually all facets of life must be dictated by
the planning authority. It is difficult to believe that it is only
by giving the state complete power that the abolishment of
the state may eventually be accomplished. This is, of course,
a basic tenet of communist doctrine.

Communist Theory in Practice
Once we understand communist economic theory, it is pos
sible to explain, at least in part, the actions of the communist
nations. Two examples will serve to make this point. First,
it is obvious that the communists believe that the capitalist
nations have been able to survive because of their ability to
exploit the underdeveloped areas of the world. If this is the
case, the logical policy for the communist nations to pursue
would be to isolate the capitalists from the underdeveloped
countries. Certainly, this is a policy which has been vigorously
applied since World War II.
Secondly, the term coexistence has a very definite meaning
in terms of communist theory. If the capitalists are unable
to exploit the underdeveloped countries, the predicted collapse
of the system is assured. Open war between the capitalist
and the communist nations is, therefore, unnecessary. All
that is required to achieve world communism is patience.
An adequate evaluation of the complexities of communist
motivation and policy formulation is, of course, impossible
to present in an article of this scope. Nevertheless, an under
standing of the communist economic theory can provide us
with insights into the nature of communist behavior.

What Everybody Wants to Know About
Deficit Financing— Reprints Available
Reprints of Dr. Robert F. Wallace’s article, “What
Everybody Wants to Know About Deficit Financing,”
are now available from the Bureau of Business and
Economic Research, Montana State University. Pro
fessor Wallace is chairman of Montana State Univer
sity’s Department of Economics. His article, which
appeared in the Summer 1963 issue of the Montana
Business Quarterly, has been widely acclaimed in many
quarters, both business and academic, as one of the
finest explanations of a controversial subject available.
Senator Lee Metcalf entered the article in the 1963
Congressional Record, Proceedings and Debates. A
number of newspapers, including the highly regarded
St. Louis Post-Dispatch, have reprinted parts or all of
the article. It is being used in classrooms as far away as
Florida.
Recently the Joint Council on Economic Education
requested Dr. Wallace to prepare an article on the
same subject for its Economic Topics series. The Board
of Trustees of the Council includes representatives of
leading business firms, public school systems and uni
versities, government agencies, farm organizations, and
labor unions.
Anyone interested in reprints of “What Everybody
Wants to Know About Deficit Financing” may obtain
them from the Bureau of Business and Economic
Research, Montana State University. The charge is
50 cents per copy.
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